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Net  sales 

$9,978  billion 

$9-672  billion 

$8,690  billion 

Net  income: 

including  unusual  items 
excluding  unusual  items 

$287  million 
$304  million 

$329  million 
$287  million 

$338  million 
$312  million 

Earnings  per  share: 
including  unusual  items 
excluding  unusual  items 

$5.88 

$6.23 

$6.77 

$5.89 

$6.96 

$6.41 

Dividends  per  share 

$2.54 

$2.40 

$2.20 

Return  on  shareholders’  equity: 
including  unusual  items 
excluding  unusual  items 

10.9% 

11.5% 

13.5% 

11.9% 

15.2% 

14.1% 

Federated 
Department 
Stores,  Foe. 

Annual  Report 

For  52-week  Fiscal  Year 

Ended  February  1, 1986 


Federated  Department  Stores,  Inc.,  is 
a  diversified  retail  firm  serving 
customers  across  the  nation  through 
its  department  stores,  mass 
merchandising  stores,  supermarkets 
and  other  retail  divisions.  The 
corporation  concluded  1985  with  16 
operating  divisions  and  604  stores  in 
the  major  retail  markets  of  36  states. 
Each  of  our  strong  franchises 
operates  on  a  decentralized  basis  and 
reflects  the  needs  of  the  people  it 
serves  in  the  merchandise  it  sells,  its 
store  atmosphere,  its  personal 
service  and  its  community 
involvement.  Federated's  stores  are 
highly  marketing-oriented,  with  each 
positioned  to  offer  a  specific  range  of 
merchandise  and  services  to  a 
demanding  and  dynamic  consumer 
group. 
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Letter  to  Shareholders 


Dear  Fellow  Shareholders: 

Fiscal  1985  was  a  year  of  strategic  progress  and 
accomplishments  for  Federated. 

Earnings  performance,  excluding  unusual  items, 
improved  over  the  previous  year,  despite  an  economic 
recovery  that  was  slower  than  expected,  particularly  in  the 
fourth  quarter.  Continuation  of  the  highly  competitive  and 
promotional  retail  climate  also  held  earnings  growth  below 
levels  we  had  anticipated  at  the  start  of  the  year. 

Importantly,  many  of  the  key  strategies  we  have  put  into 
place  in  the  past  few  years  began  taking  hold  in  1985.  We  are 
especially  encouraged  by  this  progress  because  we  believe 
such  strategic  success  in  vital  areas  of  our  business  positions 
Federated  to  realize  fully  the  company's  future  performance 
and  growth  potential 

Operating  Results:  Net  earnings  for  the  52-week  fiscal 
year  of  1985  were  $303-9  million,  or  $6.23  per  share, 
excluding  unusual  items.  Including  unusual  items  described 
below,  net  income  was  S286.6  million,  or  $5.88  per  share. 

For  the  fourth  quarter,  earnings  were  $178.0  million,  or 
$3-65  per  share,  excluding  unusual  items.  Including  unusual 
items,  fourth  quarter  1985  earnings  were  S154.0  million,  or 
$3.16  per  share. 

Comparisons  for  the  fourth  quarter  of  1985  and  all 
annual  data  were  distorted  by  the  retail  calendar,  which 
included  one  additional  week  in  the  1984  fourth  quarter 
and  fiscal  year. 

Unusual  Items:  1985  financial  results  reflect  a  one-time, 
after-tax  expense  of  $23  9  million,  or  49  cents  per  share.  The 
charge  against  earnings  results  from  divisional  consolidations 
and  other  strategic  actions  discussed  below.  It  is  expected  that 
these  actions,  announced  in  January  Will  have  a 
relatively  modest  positive  effect  on  earnings  in  Fiscal  1986, 
and  a  significant  positive  earnings  impact  in  Fiscal  19S~ 
and  beyond. 

Financial  results  for  Fiscal  1985  also  reflea  an  after-tax 
gain  of  $6.6  million,  or  14  cents  a  share,  on  the  sale  of  the 
Boston  Store  division  in  March  1985.  The  division  operated 
eight  department  stores  in  Wisconsin. 

These  unusual  items  in  Fiscal  1985  compare  to  an  after¬ 
tax  gain  of  $42.6  million,  or  88  cents  per  share,  realized  from 
the  sale  of  shopping  center  properties  in  Fiscal  1984. 

Strategic  Actions:  Strategic  aaions  undertaken  by 
Federated  late  in  Fiscal  1985  are  designed  to  increase  our 


return  on  assets  for  both  the  near  and  long  terms  and  to 
enhance  our  future  profitability  as  a  company.  These  strategic 
aaions  include: 

•  Merger  of  the  company's  Ohio-based  Lazarus  and  Shillito 
Rikes  department  store  divisions  into  a  single,  31-store  division 
to  operate  throughout  the  Midwest  under  the  Lazarus  name. 
This  newly  consolidated  division,  with  Fiscal  1985  sales  of  more 
than  $856  million,  is  among  the  companys  sales  leaders  and  is  its 
largest  department  store  division  in  terms  of  number  of  stores. 

•  Merger  of  the  companys  two  upscale  mass 
merchandising  divisions  —  Gold  Circle  and  Richway  —  into  a 
single,  $1.1  billion  mass  merchandising  operation  with  ~6 
stores  in  eight  states  throughout  the  Southeast  and  Midwest 
The  consolidated  Gold  Circle  division  now  ranks  as  one  of 
the  nation's  major  mass  niCTebafidising  pperati.ons 

•  Establishment  of  a  centralized  regional  data  processing 
center,  headquartered  in  Atlanta,  to  serve  three  of  the 
company's  major  southern  department  store  divisions  — 

Rich's,  Burdines  and  Sanger  Harris. 

•  Reorganization  of  Federated's  corporate  office  function 
to  meet  the  future  needs  of  the  company  and  to  promote 
enhanced  cost  effectiveness.  The  reorganization  included  the 
consolidation  of  certain  functions  previously  duplicated 
between  the  corporate  office  and  the  divisions. 

Performance  Factors:  Although  we  improved  our 
earnings  performance  before  unusual  items  through 
enhanced  implementation  of  our  strategies  in  1985,  earnings 
were  affected  by  a  highly  competitive  and  promotional  retail 
environment  and  a  Texas  economy  that  continued  to  suffer 
from  the  impact  of  depressed  oil  and  gas  prices. 

We  were  pleased  to  siete  howeter  that  significant 
improvements  in  operating  efficiencies  —  an  important 
component  of  our  overall  strategy  to  increase  our  return  for 
the  long-term  benefit  of  our  shareholders  —  enabled  us  to 
enhance  margins  modestly  in  our  headquarters  department 
stores  and,  thus,  to  offset  some  of  the  margin  erosion  that  had 
impaaed  performance  negatively  in  the  previous  fiscal  year. 

Inventory  levels  at  year  end  were  well-controlled  and,  in 
comparison  to  a  year  earlier,  represented  substantial 
improvements  in  relation  to  planned  sales. 
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In  our  department  store  segment,  we  particularly  were 
encouraged  by  the  performance  of  our  Burdines,  Bullock's, 
Filenes  and  Rich's  divisions.  Each  realized  strong  sales  and 
earnings  gains  as  strategies  were  implemented  to  enhance 
merchandise  offerings  at  the  moderate  and  upper  ends  of  toe- 
business  and  to  improve  customer  sendee. 

Our  department  store  remodel  and  expansion  program, 
in  which  we  invested  approximately  $124  million  in  1985  as  a 
component  of  our  strategy  to  intensify  sales  and  improve 
market  share  for  established  stores,  also  produced  some 
encouraging  early  results  in  key  markets  as  customers 
responded  positively  to  more  attractive  and  appealing 
shopping  environments. 

Generally  disappointing  performances  turned  in  by  the 
home  store  portion  of  our  department  store  businesses 
exerted  a  negative  influence  on  earnings  in  1985,  and  we  have 
identified  improvements  in  this  area  of  our  department  store 
operations  as  a  key  priority  for  the  coming  year. 

An  outstanding  performance  in  the  past  fiscal  year  was 
generated  by  Ralphs,  our  southern  California  supermarket 
division.  Ralphs  solidified  its  market  position  and  continued  to 
perform  up  to  our  high  expectations  for  this  division, 
demonstrating  clearly  its  strong  growth  potential  within  Federated. 

A  new  Ralphs  warehouse-style  prototype  store  was  opened 
in  January  1986  in  Bakersfield,  California,  and  consumer 
response  to  this  unique  shopping  format  was  enthusiastic  and 
overwhelmingly  positive.  Ralphs  plans  to  extend  this  successful 
prototype  format  to  13  additional  stores  in  Fiscal  1986. 

MainStreet  and  Filenes  Basement,  our  two  newest  divisions, 
also  showed  progress  during  the  year.  MainStreet,  which 
opened  six  new  stores  in  1985  in  the  Greater  Chicago  area, 
continued  to  meet  our  expectations  for  the  division  at  this  stage  of 
its  development,  justifying  our  confidence  in  its  broad  appeal  to 
an  expansive  middle-income  customer  niche.  Filenes  Basement,  in 
its  second  full  year  as  a  separate  division  of  Federated,  sharply- 
enhanced  its  profitability  and  continued  to  demonstrate  strong 
target  customer  appeal  for  this  unique  retailing  vehicle  as  it 
successfully  entered  two  new  markets  in  1985- 

The  performance  of  our  mass  merchandising  segment, 
although  below'  our  expectations  for  the  year,  reflected 
strategic  progress  in  a  number  of  key  areas,  including 
implementation  of  Gold  Circles  new-  every-day  low  pricing 


strategy  across  the  division.  Vie  also  were  pleased  with  the 
results  of  a  Gold  Circle  prototype  store  developed  in  the 
Cincinnati  market,  and  with  refinements  in  merchandising 
strategies  that  we  believe  have  positioned  the  division  better 
for  growth  within  its  target  customer  base. 

While  we  are  encouraged  by  indications  that  our  strategies 
for  future  growth  are  on  target,  we  recognize  the  importance 
of  solidifying  these  growth  strategies  through  improved 
implementation  across  the  corporation.  Thus,  we  will  continue 
to  emphasize  improved  execution  of  our  strategic  plan  in  the 
year  to  come  to  assure  full  realization  of  its  potential. 

Shareholder  Rights:  In  order  to  safeguard  your  interests 
in  the  company  in  the  most  effective  manner,  the  Board  of 
Directors  —  comprised  of  a  majority  of  distinguished  outside 
directors  —  adopted  in  Fiscal  1985  a  Shareholder  Rights  Plan. 
The  Plan  is  designed  to  deal  with  the  very  serious  problem  of 
unilateral  actions,  undertaken  by  hostile  acquirors,  that  are 
calculated  to  deprive  the  company's  shareholders  and  Board  of 
Directors  of  their  ability  to  determine  the  future  of  the  company. 

Adoption  of  the  Plan  should  not  affect  any  prospective 
offeror  willing  to  make  a  cash  offer  at  a  full  and  fair  price,  or 
to  negotiate  with  the  Board  regarding  an  equitable  offer  to 
purchase  the  company.  Neither  will  the  Plan  interfere  with  a 
merger  or  other  business  combination  transaction  approved 
by  the  Board.  The  Plan,  however,  is  constructed  to  deter 
coercive  takeover  tactics  directed  against  the  company: 

The  Board  believes  it  is  essential  in  today's  turbulent 
takeover  climate  that  we  be  able  to  maintain  stability 
and  management  direction  in  the  best  interests  of  the 
shareholders.  The  Board's  action  in  adopting  the  Shareholder 
Rights  Plan  should  allow  us  to  achieve  these  positive  results 

Financial  Position:  Cash  flow-  from  operations  rose  to 
$575  million  in  Fiscal  1985,  our  fifteenth  consecutive  year  of 
increased  cash  flow  from  operations.  This  strong  cash  flow;  plus 
our  programs  to  redeploy  less  productive  assets  and  better 
utilize  our  working  capital,  enabled  the  company  to  maintain  its 
aggressive  capital  program  while  at  the  same  time  strengthening 
its  financial  position.  This  improved  financial  position,  along 
with  low-er  interest  rates,  enabled  the  company  to  reduce  its 
interest  expense  from  $116  million  in  Fiscal  1984  to  $86  million 
in  Fiscal  1985. 
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13  Unusual  Items 


Per  share 
earnings 

(dollars) 


76 

77 

78 

79 

80 
81 
82 

83 

84 

85 


Shareholders’ 
equity  per  share 
of  common  stock 

(dollars) 


76  <26.18 

78  <31.15 

79  <33-61 

80  <37.51 

81  <40.91 

82  <43.44 

83  <48.03 

84  <52.30 

85  g&Kfri 


Board  of  Directors:  Clifton  R.  Wharton,  Jr.,  chancellor 
of  the  State  University  of  New  York  system,  and  John  W 
Burden  III,  a  vice  chairman  of  Federated,  were  elected  to  the 
Board  of  Directors  in  July  19S5. 

Dr.  Wharton  is  a  distinguished  economist  and  educator 
who  became  chancellor  of  the  State  University  of  New  York 
system  in  1978  after  serving  for  eight  years  as  president  of 
Michigan  State  University.  In  addition  to  serving  on  the  Board  of 
Federated,  Dr.  Wharton  serves  on  the  boards  of  the  Ford  Motor 
Company,  Time  Incorporated  and  the  Federal  Reserve  Bank  of 
New  York.  He  also  is  chairman  of  the  Rockefeller  Foundation. 

Mr.  Burden,  as  a  vice  chairman  of  Federated,  is  responsible 
for  supervising  a  number  of  our  department  store  divisions  and 
die  Federated  Merchandising  Services  organization.  Prior  to  his 
election  as  a  corporate  vice  chairman,  Mr.  Burden  served  as 
chairman  of  the  Abraham  and  Straus  division  ift  New  York.  He 
has  been  with  the  company  since  1971. 

The  terms  of  Dr.  Wharton  and  Mr.  Burden  on  the  Board 
of  Directors  expire  in  1988. 

Retiring  from  the  Board  at  its  May  1986  meeting  will  be 
Bernard  S.  Klayf,  executive  vice  president  of  Federated  and  a 
member  of  the  Board  since  1980.  Mr.  Klayf  has  announced  his 
retirement  as  executive  vice  president,  effective  in  April  1986,  after 
more  than  40  years  of  outstanding  service  with  the  company 

Looking  Ahead:  .\s  we  look  to  the  future,  we  see  some 
encouraging  signs  that  point  to  improved  earnings 
performance  and  increased  return  on  investment  in  the  years 
ahead.  We  believe  Federated  is  well-positioned  to  take 
advantage  of  expected  growth  in  the  rate  of  real  consumer 
spending  in  Fiscal  1986  and  to  further  benefit  from  the 
strategic  foundations  we  have  constructed  for  our  business. 

Moreover,  we  have  identified  growth  opportunities  for 
Federated  in  both  the  near  and  long  term  that  we  believe  are 
exciting,  positive  and  realistic. 

Specifically,  we  remain  committed  to  the  continued 
growth  and  vitality  of  our  department  store  segment  as  the 
cornerstone  of  our  retail  portfolio.  Our  challenge  is  to 
improve  and  expand  our  department  stores  in  a  way  that 
takes  full  advantage  of  the  potential  they  offer  Federated. 


As  part  of  this  commitment,  we  are  focusing  on 
appropriate  new  growth  opportunities  for  several  of  our 
divisions  while,  at  the  same  time,  we  are  continuing  to 
implement  and  assess  our  store  remodel  and  respacing 
program  across  all  of  our  department  store  divisions. 

We  also  are  concentrating  more  of  our  efforts  on  expanding 
our  product  development  programs  for  moderate  and  better 
merchandise,  building  on  the  progress  made  with  private  label 
and  product  development  initiatives  in  recent  years  by  our  New 
York-based  Federated  Merchandising  Services  operation. 

In  addition,  we  plan  to  devote  our  energies  and 
resources  to  the  continued  expansion  of  our  Ralphs, 
MainStreet  and  Filene's  Basement  divisions  on  a  schedule  that 
is  both  aggressive  and  prudent.  We  believe  these  divisions  are 
positioned  to  offer  significant  growth  and  earnings  potential 
to  Federated  in  the  years  to  come. 

Among  the  key  challenges  facing  us  in  the  months  ahead 
is  the  need  to  maintain  our  momentum  in  implementing  key 
strategies  to  enhance  performance  and  operating  efficiencies. 
We  also  recognize  that  there  are  other  areas  where  problems 
demand  creative  and  effective  solutions,  and  we  will  continue 
to  address  these  areas  to  stimulate  performance  and 
profitability  in  the  long  term 

Finally,  our  sihfigrest  gratitude  goes  to  the  133,000 
Federated  associates  across  the  nation,  whose  continued  skill, 
dedication  and  hard  work  have  made  1985  a  year  of  progress 
—  and  who  give  confident  promise  to  our  company's  future. 

Sincerely, 

Howard  Goldfeder 

Chairman  and 

Chief  Executive  Officer 
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Toward 

Tomorrow 


The  challenge  of  retailing  is  to 
remain  a  stride  ahead  of  the 
competition.  To  work  a  little 
sharper.  To  be  a  little  better. 

That’s  why  today;  Federated  is 
concentrating  its  efforts  and  resources 
on  refining  strategies  that  will  position 
the  company  well  for  tomorrow.  And  it 
is  why  Federated  remains  committed  to 
finding  better  ways  to  serve  our 
customers,  operate  our  stores,  develop 
the  talents  of  our  associates  and 
expand  our  business. 

As  we  look  ahead  to  the  1990s  and 
beyond,  we  continue  to  stress  the 
importance  of  listening  to  what  our 


customers  tell  us  they  want  and  expea 
from  our  stores  m  each  of  the  markers 
we  serve. 

We  listen.  And  we  learn. 

Because  we  know  that  it  is 
through  the  perceptions,  ideas  and 
particular  preferences  of  today's 
customer  that  we  can  most  readily 
identify  —  and  capitalize  on  — 
opportunities  for  our  future  growth. 

We  have  communicated  with 
hundreds  of  thousands  of  our 
customers  in  the  last  year  alone, 
through  a  variety'  of  formalized  market 
research  initiatives  and  customer 
response  programs  in  place  across  the 
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country  Our  customers  have  told  us 
what  we’re  doing  right.  And  they  have 
told  us  what  we  can  do  better. 

We’re  responding. 

Implementation  of  our  strategies 
for  enhanced  customer  service, 
impressive  store  remodels,  preferred 
merchandise  selections,  associate 
training  programs  and  expanded  key 
store  departments  —  as  well  as  the 
positioning  of  our  divisions  in  their 
individual  markets  —  is  based  on  the 
ongoing  customer  dialogue  we 
consistently  strive  to  maintain. 

As  we  look  toward  tomorrow; 
Federated  wall  continue  to  strengthen 


its  department  store  base  even  as  we 
pursue  new  and  enhanced 
opportunities  for  serving  desirable 
niches  in  the  consumer  marketplace.  In 
doing  so,  we  will  strive  to  build  on  our 
traditional  foundations  for  success  — 
quality  service  and  value  for  our 
customers,  and  satisfying,  rewarding 
work  experiences  for  our  associates. 

And  as  an  ongoing  priority,  we’ll 
keep  looking  for  new'  wavs  to  do  things 
better,  including  a  renewed  emphasis 
on  associate  training  and  development 
programs  designed  to  attract  and  retain 
some  of  the  best  people  in  the  retail 
industry 


Vie  take  pride  in  the 
accomplishments  of  our  133,000 
associates  nationally,  and  we  remain 
dedicated  to  providing  career  and 
growth  opportunities  commensurate 
with  individual  talent  and  ability  This 
commitment  is  the  cornerstone  of  a 
corporatewide  program  we  call 
“Priority  on  People,”  which  is  designed 
to  give  priority  to  our  associates  in 
everything  we  do  and  every  decision 
we  make. 

An  enhanced  focus  on  advanced 
retail  technology  —  enabling  us  to 
keep  pace  with  dynamic  demographic 
and  shopping  trends  —  is  another 
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of  the  ways  we  have  found  to  improve 
our  business. 

At  our  Ralphs  supermarket  division, 
for  example,  a  combination  of 
sophisticated  checkout  scanning  and  an 
electronic  customer  identification  is  being 
used  to  monitor  the  buying  patterns  of  a 
carefully  selected  consumer  group  in 
order  to  gain  a  deeper  understanding  of 
customer  preferences. 

Federated  also  is  using  state-of-the- 
art  retail  technology  to  quicken 
customer  service  and  improve  the 
management  and  control  of  inventories. 

These  and  other  advances  in  retail 
technology'  allow  us  to  operate  more 


effectively  and  efficiently  in  vital 
support  areas  of  our  business.  And  that 
means  we  can  concentrate  more  of  our 
resources  on  anticipating  and  meeting 
the  needs  of  our  department  store  and 
other  customers  —  and  on  finding  new 
and  different  ways  to  serve  them. 

MainStreet  and  Filene's  Basement, 
our  two  newest  divisions,  are  good 
examples  of  such  innovation. 

Each  is  a  unique  retail  format 
tailored  to  appeal  to  the  special  needs 
of  a  special  type  of  customer.  And  each 
responds  to  the  identification  of  a 
specific,  vital  and  expanding  market 
opportunity  for  Federated. 


That's  why  we're  looking  toward 
tomorrow  with  confidence.  And  why 
were  convinced  that  working  harder  to 
be  better  is  well  worth  the  effort. 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Developing 
A  flair 
For  Fashion 


Fashion  isn’t  easy  to  define,  in 
part  because  fashion  is 
something  as  unique  and 
individual  as  the  person  attempting  to 
describe  it. 

Thats  why  were  constantly  looking 
for  new,  better  and  more  efficient  ways 
to  bring  our  customers  fashion 
merchandise  that  they  will  find  a  perfect 
fit  with  their  lives  and  lifestyles. 

We  know  that  in  order  to  keep 
pace  with  todays  eclectic,  dynamic 
marketplace,  we  can't  afford  to  relax 
our  efforts  to  meet  our  customers’ 
expectations  for  the  right  fashion  at  the 


So  we  have  intensified  merchandise 
selections  and  enhanced  assortments  in 
the  moderate  and  upper  ends  of  our 
department  store  business  in  order  to 
satisfy  the  expectations  of  our  target 
customers  for  department  store-type 
merchandise.  And  in  our  mass 
merchandising  and  other  retail 
segments,  we  have  developed  and 
are  implementing  strategies  that 
concentrate  merchandise  selections 
in  customer-preferred  areas  for  those 
shopping  formats. 

At  the  heart  of  our  efforts  are 
hundreds  of  professional  divisional 
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accordance  with  local  market  tastes, 
and  who  work  closely  with  our 
Federated  Merchandising  Services 
(FMS)  function  to  anticipate  and 
identify  emerging  fashion  trends 
throughout  the  world. 

Our  buyers  consistently  are 
seeking  innovative  ways  to  supplement 
designer  fashions  and  popular  brand 
names  with  exciting  new  resources  and 
distinctive  labels  that  have  become 
synonymous  with  quality  and  value. 

Our  FMS  function  has  been 
expanded  significantly  in  recent  years 
to  help  our  divisions  make  the  right 
decisions  on  a  broad  range  of 


merchandising  considerations,  and  to 
assist  buyers  in  their  efforts  to  bring 
distinctive  fashion,  quality  and  value  to 
our  product  offerings. 

In  addition  to  providing  fashion  and 
merchandise  direction  to  the  buying 
organizations  in  the  divisions,  FMS  also 
serves  another  vital  and  expanding 
function  within  Federated  as  a  leading 
developer  of  retail  merchandise. 

FMS  has  developed  and  currently 
is  managing  more  than  35  private 
designer  labels,  including  the  popular 
Alien  Solly  line  of  mens  and  womens 
fine  fashion  apparel;  Lindsey  Blake  and 
Artichoke  for  women;  Stork  Craft,  First 


Impressions  and  Youth  Togs  for 
children;  Saturdays  Generation  and 
Savile  Row^  for  men;  and  Home 
Concepts  for  the  home. 

We  back  our  fashion  commitment 
with  substantial  financial  resources  that 
allow  us  to  take  the  risks  —  and  reap  the 
rewards  —  of  being  a  fashion  leader. 

Because  when  you’re  a  leader,  we 
think  you  should  act  like  one. 

And  we  intend  to  do  just  that. 
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Market 

Dynamics 

Demand 

Diversity 


While  strategic  planning  and 
extensive  market  research 
provide  a  solid  foundation 
for  most  everything  we  do  at  Federated 
these  days,  it's  diversity'  that  provides 
the  framework. 

Because  todays  customers  are 
more  dynamic  than  ever  before  — 
more  knowledgeable  about  value, 
more  aware  of  quality  and  more  varied 
in  their  needs  —  we  need  to  reach  out 
to  them  in  new  and  different  ways.  To 
be  as  dynamic  and  diverse  as  they  are. 

That's  why  we’re  constantly  trying 
new  things...  enlarging  some  of  our 
department  stores,  such  as  Rich's  Lenox 


Square  and  Perimeter  Mall  stores  and 
Bullock's  in  South  Coast  Plaza,  to 
enhance  customer  selections  and 
appeal;  launching  a  new  prototype  for 
our  Filene's  Basement  division; 
expanding  certain  of  our  strong 
regional  franchises  into  promising  new 
geographic  markets;  and  adapting 
large-scale  department  store  formats  to 
smaller,  softgoods-oriented  stores  in 
markets  outside  of  major  urban  areas, 
as  Lazarus  is  doing  in  central  Ohio. 

But  nowhere  is  retail  innovation 
more  apparent  than  at  Ralphs,  our 
supermarket  division,  which  continues 
to  strengthen  its  position  as  the  leading 


12 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


supermarket  in  the  burgeoning  and 
highly  competitive  southern  California 
marketplace. 

Ralphs’  targeted  marketing 
approaches  have  led  to  unique  ways  to 
presciu  a  broad  selection  of  fresh, 
high-quality  products  in  a  pleasant 
atmosphere,  with  customer-preferred 
sen-ice  levels  and  operating  efficiencies 
that  support  Ralphs’  famous  everyday 
low-  pricing. 

An  innovative  Ralphs  prototype 
store,  which  opened  in  Bakersfield  in 
January- 1986,  generated  enthusiastic 
consumer  acceptance  of  a  spacious 
new  shopping  format  that  combines 


low  prices  and  warehouse-style 
displays  of  packaged  goods  with  wide 
assortments  of  fresh  produce,  bakery 
and  seafood  in  supermarket-style 
perishable  departments.  Thirteen 
additional  Ralphs  giant  stores  will  be 
opening  in  southern  California  in  Fiscal 
1986. 

In  addition  to  our  department  and 
mass  merchandising  stores,  other 
Federated  divisions  are  structured  to 
serve  their  target  customers  with 
tailored  appeals  that  are  just  as  original, 
just  as  special  as  their  customers. 

And  for  these  times  when  our 
customers  can't  come  to  us,  we  find 


new  and  exciting  ways  to  go  to  them. 
Bloomingdale’s-By-Mail  Ltd.,  I.  Magnin 
and  Bullocks  Wilshire  each  market  to 
the  upper  end  of  the  fashion  spectrum 
through  growing  mail-order  catalog 
businesses. 

Federated’s  diversity  is  the 
product  of  careful  planning  and 
continuous  study.  We  continue  to  grow 
and  develop  in  concert  with  the 
changing  demands  of  a  changing 
marketplace.  Because  knowing  how  to 
respond  to  our  customers  is  the  one 
thing  that  must  never  change. 
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Enhanced 
Efficiencies 
Mean  Improved 
Operations 


In  todays  competitive  retail 

environment,  where  pressure  on 
margins  continues  to  exceed 
historical  levels,  we  think  its  more 
important  than  ever  to  focus 
consistently  on  finding  new 
opportunities  for  enhanced  cost- 
savings  and  operating  efficiencies 
throughout  the  corporation. 

And  we've  been  doing  just  that. 

In  January  1986,  we  announced  the 
mergers  of  our  Lazarus  and  Shillito 
Rikes  department  store  divisions  and  of 
our  Gold  Circle  and  Richway  mass 
merchandising  operations.  As  a  result 
of  these  two  important  consolidation 


moves,  we  expea  to  realize  improved 
divisional  performance  through  more 
efficient  combined  support  operations 
in  each  organization. 

Our  customers  are  going  to  find 
improvements  in  customer  service  and 
merchandise  selections  in  the  new 
consolidated  divisions,  because  the 
money  it  takes  to  achieve  this  won't 
have  to  be  spent  elsewhere  on 
duplicative  support  funaions. 

And,  importantly,  our  shareholders 
will  realize  benefits  from  the  strategic 
steps  we  have  taken,  as  we  expea  that 
the  consolidations  will  have  a  positive 
impaa  on  earnings,  beginning  in  the 


second  half  of  Fiscal  1986. 

We've  taken  other  expense-saving 
steps  as  well,  including  establishment 
of  a  centralized  regional  data 
processing  center,  headquartered  in 
Atlanta,  to  serve  three  of  our  major 
southern  department  store  divisions  — 
Rich's,  Burdines  and  Sanger  Harris. 

We  reorganized  the  corporate 
office  function  to  meet  the  future 
needs  of  the  company  and  to  promote 
enhanced  cost  effectiveness.  .And  we 
have  established  key  divisional  task 
forces  to  investigate  further 
opportunities  for  cost  savings  and 
expense  control  through  interdivisional 


ctxjperation  and  back-of-the-house 
economies 

Strategic  initiatives  such  as  these 
are  what  give  us  the  ability  to  concentrate 
more  resources  in  valuable  customer 
service  and  merchandising  areas,  to 
remodel  and  revamp  our  existing  stores 
and  continually  to  explore  exciting  new 
retail  formats  that  will  position  our 
company  well  for  future  growth. 

But  most  important,  these  actions 
are  the  best  ways  we  know  to  be  the 
best  we  can  be. 

.And  we  think  that's  what  retailing 
is  all  about. 
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finding  out  how  we  can  improve  and 
expand  our  existing  services.  And  it 
enables  us  to  identify  new  areas  of 
customer  service  —  and  customer 
satisfaction  —  that  will  help  distinguish 
our  stores  in  the  future. 

For  our  associates  across  the 
country.  Federated's  "Priority  on 
People"  program  is  designed  to  assure 
that  individuals  at  all  levels  are  treated 
fairly,  encouraged  to  succeed  and 
promoted  accordingly 

We  place  a  high  value  on 
individual  talent  and  initiative  —  and 
our  objective  is  to  pay  for  performance 
and  to  provide  consistently  challenging 


new  growth  opportunities  for  our 
associates.  We  think  this  is  an  essential 
element  in  attracting  and  retaining  the 
best  and  brightest  people  in  the  retail 
field. 

We  also  believe  that  by  creating 
selling  and  work  environments  that  are 
satisfying  both  to  our  customers  and  to 
our  associates,  we  are  serving  their 
best  interests  as  well  as  our  own. 

Because  there  Is  no  more  effective 
competitive  advantage  than  that 
provided  by  a  satisfied  customer. 

And  there's  no  better  formula  for 
success  than  making  our  associates  a 
priority  in  everything  we  do. 
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Division 

Performance 


Abraham  and  Straus 

Brooklyn,  New  York;  established  1865 
Chaim  Edelstein,  chairman 

Robert  Anderson,  president 

1985  Sales  $767.5  million;  1984  Sales 

$781.0  million 

^  Abraham  and 

oj>,  Straus  sales  in 

■§|  \  19$>  were 

impacted  by- 
closing  of  the 
budnet  store 

strengthening  its  position  on  Long  Island 
and  in  Newjersey  Major  renovations  at  the 
Woodbridge  and  Queens .stdjig^v.  ill  be  vital 
to  the  Abraham  and  Straus  sales 
intensification  program  in  these  important 
markets  Design  for  an  additional 

New  Jersey  and  Pennsylvania 

departments 
in  order  to  reallocate 

space  to  moderate  and  better  merchandise. 
The  division  also  is  focusing  on 

renovation  in  the  Paramus  store  was  begun 
in  1985  and  presents  further  opportunity 
for  sales  growth. 

Bloomingdale’s 

Manhattan,  New  York;  established  1872 
Marvin  S.  Tratlb,  chairman 
Robert  Tammero,  president 
1985  Sales  $955.2  million;  1984  Sales 
$903.0  million 

15  department  stores  in  New  York,  Ne  . ' 
Jersey,  Connecticut,  Pennsylvania, 
Massachusetts,  Virginia,  Maryland,  Texas 
and  Florida 


Bullock’s 

Los  Angeles,  California;  established  1906 

Allen  Questrom,  chairman 

James  E.  Gray,  president 

1985  Sales  $712.3  million;  1984  Sales 

$673.8  million 

21  department  stores  in  California,  Arizona 

and  Nevada 

Bullocks  Wilshire 

Los  Angeles,  California;  established  1929 

Jerome  M.  Nemiro,  president 

6  stores  in  California 


Bloomingdales  enjoyed  strong  sales  in 
tire  New  York  area,  particularly  in  the  fall. 
The  division  is  benefiting  from  an 
expanded  and  remodeled  Bergen  County- 
store  and  renovation  of  an  important 
portion  of  the  59th  Street  store  in 


Manhattan.  The  Bloomingdales-By-Mail  Ltd. 
catalog  operation  showed  a 


increase  for  the  year,  reinforcing  its 
leadership  in  the  upscale  fashion  direct 
response  industry  Major  fashion 
promotions  in  1985  included  unique 
merchandise  from  Scandinavia  in  the  spring 
and  Italy  in  the  fall. 

In  October  1986,  Bloomingdales  will 
open  a  store  in  Boca  Raton,  Florida,  its 
second  m  south  Florida.  Renovation  will 
continue  in  the  59th  Street  location, 
providing  customers  with  an  exfctffnj*  and 
convenient  shopping  experience. 


Bullocks  enjoyed  significant  sales 
increases  in  19S5  as  target  customers 
responded  enthusiastically  to  the  envisions 
new  strategies  of  enhanced  upscale 
merchandise  assortments,  increased  selling 
s^MTs,  quality  visual  presentation  and  fast¬ 
turning  inventories.  The  division  also  is 
initiating  a  major  store  renovation  program, 
eliminating  space  investment  in  furniture 
and  electronics  and  expanding  space 
allotments  for  Bullocks  strongest 
merchandi'-e  areas  Major  remodeling 


projects  will  begin  in 
1986  at  the  Costa  Mesa, 

Northridge  and 
Scottsdale  stores,  ana 
Bullocks  will  re-enter 
the  downtown  Los 
Angeles  market  with 
a  new  store  scheduled 
to  open  in  August. 

Bullocks  Wilshire  gained  local  and 
international  fashion  recognition  from  its 
French  promotion  in  1985  The  six-store 
group  continued  to  sa'isfy  its  base  of 
mature,  traditional  customers,  and 
emphasize  product  development,  superior 
service  and  stimulating  presentation. 
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$691.5  million 

29  department  stores  in  Florida 

Burdines  continued  to  strei 
position  as  Florida's  fashion  hea 
and  leading  retailer  with  above-, 
sales  gains  and  market  share  im 
statewide  Burdines  capitalized  i 

The  Children’s  Place 

Pine  Brook,  New  Jersey;  established  1969 
Peter  M.  Starrett,  chairman 

David  S.  Mooney,  president 

1985  Sales  $158.7  million;  1984  Sales 

Product  development  and  ] 
labeling  programs  continued  to 
The  Childrens  Place  in  1985  Wi: 
on  fashion  rightness  in  children 

Filenes 

Boston,  Massachusetts;  established  1852 
Michael  J.  Babcock,  chairman 
Jerry  M.  Socol,  president 
1985  Sales  $353.5  million;  1984  Sales 
$328.4  million 

16  department  stores  in  Massachusetts, 
New  Hampshire,  Maine,  Rhode  Island, 
Connecticut  and  New  York 


g  r  I  L  C  N  E  -  $ 


Filene's  opened  its  16th  store  in  Alban 
w  York,  while  completing  remodels  in 
ij  its  Warwick,  Rhode  Island,  and 
rhngton,  Massachusetts,  stores  Filenes 


e  through  better  spac 
md  more  appealing 


Filene’s  Basement 

Boston,  Massachusetts;  established  1909 
Samuel  J.  Gerson,  chairman 
M.  Anathan  III,  president 
1985  Sales  $212.8  million;  1984  Sales 
$188.8  million 

17  stores  in  Massachusetts,  New  Hampshire, 
New  York,  Connecticut  and  Rhode  Island 


Filenes  Basement  increased  sales  and 
dramatically  increased  profits  in  1985,  while 
positioning  itself  for  substantial  future 
growth.  In  November,  the  Basement 
opened  its  16th  and  17th  stores  in  Warwick, 
Rhode  Island,  and  Scarsdale,  New  York. 
Customers  responded  enthusiastically  in 
both  new  markets,  with  sales  substantially 
above  expectations.  An  accelerated 
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Goldsmith’s 


Memphis,  Tennessee;  established  1870 

Matthew  Spiegel,  chairman 

Roger  Knox,  president 

1985  Sales  $169.1  million;  1984  Sales 

$164.0  million 

6  department  stores  in  Tennessee 
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1985  Sales  $856.2  million;  1984  Sales 
$834.5  million 

31  department  stores  in  Ohio,  Indiana,  West 
Virginia  and  Kentucky 


The  Lazarus  and  Shilluo  Rikes 
department  store  divisions  were  merged  in 
January- 1986,  into  a  single  31-store  division 
operating  in  11  Midwestern  markets  under 
the  Lazarus  name.  Sales  growth  continued 
to  he  particularly  encouraging  in  the 
Columbus,  Ohio,  market,  in  the 


showed  significant  improvem 
associate  professionalism  anc 
productivity  The  division  alsc 
$50  million  remodeling  prog 
in  six  of  its  markets,  to  begin 
well  as  construction  of  three 
soflgtxids  department  stores 
central  Ohio  in  late  1986  and 


I.  Magnin 

San  Francisco,  California;  established  1876 

Steven  M.  Somers,  chairman 

Gerald  E.  Napier,  president 

1985  Sales  $319.0  million;  1984  Sales 

$309.7  million 

26  stores  in  California,  Oregon, 
Washington,  Arizona,  Illinois  and  Maryland 


I.  Magnin  continues  to  be  recognized 
as  a  high-fashion,  quality-conscious  store 
with  outstanding  sales  service  and  dynamic 
merchandise  presentation.  As  part  of  its 
fashion  leadership  program,  the  division  in 
1985  opened  a  larger  replacement  store  in 
Palm  Springs  Direct  mail  sales  continued  to 
be  strong 


MainStreet 

Chicago,  Illinois;  established  1983 
John  H.  Eyler,  Jr.,  chairman 
James  J.  Amann,  president 
1985  Sales  $50.3  million;  1984  Sales 
$9.8  million 
9  stores  in  Illinois 


MainStreet  continued  its  aggressive 
expansion  in  1985  with  the  successful 
opening  of  six  new  Chicago  area  locations 


and  the  announcement  of  a  r 
entry  and  sites  for  10  new  stc 
to  open  in  1986  and  19S~  Se 
new  stores  will  be  in  metrop 
the  divisions  first  expansion 
major  television  campaign  w 
the  fall  to  enhance  the  divisi< 
among  its  target  customers  1 
adopted  the  motto,  "Value  yc 
service  \ou  deserve". 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Ralphs 

Los  Angeles,  California;  established  1873 


Patrick  VF.  Collins,  president 

1985  Sales  $1,813-6  million;  1984  Sales 

$1,711.3  million 

127  supermarkets  in  southern  California 


Ralphs  achieved  record  sales  and 
earnings  in  1985  as  its  marketing  program 
of  "Lower  Prices,  Higher  Standards” 
continued  to  generate  sales  momentum.  A 
major  new  70,000-square-foot  prototype 
store  was  opened  in  Bakersfield,  California, 


and  performed  exceptionally  well.  The 
store  features  huge  assortments  of  bakery, 
produce,  seafood  and  delicatessen 
offerings,  and  enhanced  general 
merchandise  selection  throughout  the 
store.  Packaged  grocery  products  are 
displayed  on  pallets  and  warehouse 
racking.  Thirteen  additional  Ralphs  giant 
stores  will  be  opening  in  southern 
California  in  the  coming  year.  In  addition, 
three  new  40,000-square-foot  superstores 
are  scheduled  to  open  in  Fiscal  1986. 


Rich’s 

Atlanta,  Georgia;  established  1867 
James  M.  Zimmerman,  chairman 
Merwin  F.  Kaminstein,  president 
1985  Sales  $647.0  million;  1984  Sales 
$602.0  million 

17  department  stores  in  Georgia,  Alabama 
and  South  Carolina 


Rich's  continued  its  strong  sales  growth 
in  southeastern  markets  in  1985,  with  major 
remodelings  completed  at  Cumberland  and 
Southlake  and  a  renovation  of  the 
downtown  Atlanta  store  initiated  early  in 
19S6.  Openings  m  February  1986,  included 
the  new  Town  Center  store  in  north  Atlanta 
and  a  location  in  the  new  Riverchase 
Galleria  in  Birmingham,  Alabama.  The 
Gwinnett  Place  store,  opened  in  1984, 


turned  in  an  exceptional  performance  in  its 
first  full  year  of  operation. 


Sanger  Harris 

Dallas,  Texas;  established  1857 
John  D.  Miller,  chairman 
Michael  Steinberg,  president 
1985  Sales  $450.7  million;  1984  Sales 
$447.4  million 

18  department  stores  in  Texas,  Oklahoma, 
New  Mexico  and  Arizona 


ajini— 


The  Sanger  Harris  name  was  adopted 
by  the  divisions  two  former  Lews  stores  in 
Tucson,  Arizona,  in  1985,  and  the  El  Con 
location  in  Tucson  underwent  a  remodeling 
and  respacing  renovation.  The  division 
enhanced  its  position  in  southwestern 


markets  by  announcing  three  new  locations 
in  Oklahoma  City  including  two  to  open  in 
Spring  1986  and  the  other  in  1988.  The 
Valley  View  and  Tyler,  Texas,  stores  were 
renovated  in  1985,  with  additional  remodels 
scheduled  for  1986.  Sanger  Harris  also  was 
instrumental  in  establishing  Federated's 
new  regional  data  processing  center  in 
Atlanta  to  serve  the  needs  of  several 
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Federated 
Department 
Stores,  Inc. 
Financial 
Report 


Earnings 

(millions  of  dollars) 


B  Unusual  Items 


76 

77 

78 

79 

80 
81 
82 

83 

84 

85 


Per  share  dividends 

(dollars) 


76  $1.38!* 

77  $1.4916 

78  *1.62 'h 

79  $1.70 

81  $1.90 

82  $2.10 

83  $220 
84  $2.40 

$5  Baa 


Net  Sales 

( millions  of  dollars) 


76 


79 

SO 

81 

82 

83 

84 

85 


$4.446  6 
$4,923.4 
$5.404.6 
$5.806.4 
$6300  7 
$7,067.7 


$7,698.9 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of  Income 


(in  thousands,  except  per  dxtre  data) 

52  Weeks  Ended 
February  1,  1986 

53  Weeks  Etuled 
February  2,  1985 

52  Weeks  Ended 
January  28,  1984 

Net  Sales,  including  leased  department  sales  of  $294,300, 
$264,000  and  $204,100 

S9, 978, 027 

S9, 672, 336 

$8,689,579 

Cost  of  sales,  including  occupancv  and  buying  costs 

7,314,725 

7,097,683 

6,268,861 

Selling,  publicity,  delivery  and  administrative  expenses 

1,962,537 

1,893,649 

1,697,663 

Provision  for  doubtful  accounts 

45,599 

33,924 

34,829 

Interest  expense  —  net 

86,386 

116,259 

100,302 

Total  costs  and  expenses 

9,409,247 

9,141,515 

8,101,655 

Income  Before  Income  Taxes  and  Unusual  Items 

Unusual  items-. 

568,780 

530,821 

587,924 

Equity  in  gain  on  sale  of  shopping  centers,  net  of  taxes 

— 

42,609 

40,118 

Other 

(35,054) 

— 

( 27,000 : 

Income  Before  Income  Taxes 

533,726 

573,430 

601,042 

Federal,  state  and  local  income  taxes 

247,100 

244,100 

262,700 

Net  Income 

S  286,626 

$  329330 

$  338,342 

Earnings  per  Share  of  Common  Stock 

$5.88 

$6.77 

$6.96 

Fully  Diluted  Earnings  per  Share 

5.75 

6.61 

6.79 

Tlx  accompanying  notes  are  an  integral  part  of  these  financial  statements 
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Federated  Department  Stores,  Inc. 

Consolidated  Balance  Sheet 


(in  thousands) 

February  1,  1986 

February  2,  1985 

Assets 

Current  Assets: 

Cash 

$  54,270 

$  105,141 

Accounts  receivable 

1,607,012 

1,545,754 

Merchandise  inventories 

1,320,097 

1,314,451 

Supplies  and  prepaid  expenses 

43,448 

43,746 

Total  Current  Assets 

3,024,827 

3,009,092 

Property  and  Equipment  —  net 

2.249,624 

2,178,555 

Other  Assets 

79,192 

83,728 

Total  Assets 

$5,353,643 

$5,271,375 

Liabilities  and  Shareholders’  Equity 

Current  Liabilities: 

Notes  pavable  and  long-term  debt  due  within  one  vear 

$  42,749 

$  315,428 

Accounts  pavable  and  accrued  liabilities 

1,125,626 

1,034,902 

Income  taxes 

320,748 

351,211 

Total  Current  Liabilities 

1,489,123 

1,701,541 

Deferred  Income  Taxes 

186,091 

136,406 

Deferred  Compensation  and  Supplementary  Retirement 

189,648 

178,662 

Long-Term  Debt 

781,513 

710,724 

Shareholders'  Equity: 

Preferred  stock 

— 

— 

Common  stock 

62.196 

62.196 

Capital  in  excess  of  par  value  of  common  stock 

98,506 

102397 

Retained  earnings 

2,569,404 

2,406,693 

Less  treasure'  stock  at  cost 

22,838 

27,244 

Total  Shareholders’  Equity 

2,707,268 

2,544,042 

Total  Liabilities  and  Shareholders’  Equity 

$5,353,643 

$5,271375 

Tlx  accompanying  notes  are  an  integral  pxart  of  these  financial  statements. 
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Federated  Department  Stores,  Inc. 

Consolidated  Statement  of 
Changes  in  Financial  Position 


(in  thousands) 

52  Weeks  Ended 
February  1,  1986 

53  Weeks  Ended 
February  2,  19S5 

52  W  eeks  Ended 
January  28,  1984 

Cash  from  Operations 

Net  income 

$286,626 

$329,330 

$338,342 

Items  not  requiring  outlay  of  cash: 

Depreciation  and  amortization 

230,585 

221,092 

206,249 

Deferred  compensation  and  deferred  income  taxes 

58,383 

59,214 

39,259 

Equity  in  income  of  unconsolidated 

subsidiary 

(844) 

(44,505) 

(42,818) 

Total 

574,750 

565,131 

541,032 

Financing 

Net  reductions  —  notes  payable  and 

long-term  debt  due  within  one  year 

12-2,6-9) 

(7,094) 

(94,790) 

Additions  to  long-term  debt 

101,237 

105,113 

108,990 

Reductions  of  long-term  debt 

(30.44S) 

(25,856) 

(176,846) 

Total 

(201,890) 

72,163 

(162,646) 

Dividends  Paid 

123,916 

116,755 

106,980 

Investments 

Capital  investment: 

Purchase  of  property  and  equipment 

364,191 

296,219 

300,905 

Disposition  of  property  and  equipment 

Decrease  in  investment  in,  and  advances 

(62,379) 

(42,185) 

(51,990) 

to,  unconsolidated  subsidiaries 

(23,056) 

(62,821) 

(101.717) 

278,756 

191,213 

147,198 

Working  capital  used  in  operations: 

Increase  in  accounts  receivable 

61,258 

118,534 

161,026 

Increase  in  merchandise  inventories 

5,646 

185.975 

184,544 

(Decrease)  increase  in  supplies  and  prepaid  expenses 

(298) 

8,017 

634 

Increase  in  accounts  payable  and  accrued  liabilities 

(90,724) 

(7,843) 

(150,711) 

Total 

254,638 

495,896 

342,691 

Current  Income  Tax  Liability  —  decrease  (increase) 

30,463 

(24,065) 

(81,652) 

Other  Cash  Applications  —  net 

14,714 

8,072 

496 

(Decrease)  Increase  in  Cash 

$(50,871) 

$  40,636 

$  9,871 

Tlx  accompanying  notes  are  an  integral  part  of  tlxse  financial  statements. 
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Federated  Department  Stores,  Inc. 

Notes  to  Financial  Statements 


1.  Summary  of  Significant 
Accounting  Policies 

All  subsidiaries  are  consolidated,  except  Federated 
Stores  Realty,  Inc.,  a  wholly  owned  real  estate  subsidiary, 
and  Federated  Acceptance  Corporation,  a  wholly  owned 
finance  subsidiary;  which  are  accounted  for  on  the  equity 
method. 

Installments  of  deferred  payment  accounts  maturing 
after  one  year  are  included  in  current  assets  in 
accordance  with  industry  practice.  Drofits  on  installment 
sales  are  included  in  income  when  the  sales  are  made. 

Merchandise  inventories  are  substantially  all  valued  by 
the  retail  method  and  stated  on  the  LIFO  (last-in,  first-out) 
basis,  which  is  lower  than  market. 

Depreciation  and  amortization  are  provided  primarily 
on  a  straight-line  basis  for  wsek  purposes  over  the 
shorter  of  estimated  asset  lives  or  lease  terms. 

Real  estate  taxes  and  interest  on  construction  in 
progress  and  land  under  development  are  capitalized. 
Amounts  capitalized  are  amortized  over  the  estimated 
lives  of  depreciable  assets. 

Investment  tax  credits  are  accounted  for  under  the 
flow  through  method.  Deferred  income  taxes  are 
provided  on  non-permanent  differences  between 
reported  and  taxable  income,  principally  accelerated 
depreciation,  deferred  compensation  and  the  deferment 
of  gross  margin  on  installment  sales. 

Earnings  per  share  are  computed  on  the  basis  of  daily 
average  number  of  shares  outstanding  during  the  year. 

Any  dilution  from  the  potential  issuance  of  shares  under 
the  deferred  compensation  plan  and  the  stock  option 
plans  would  be  less  than  three  percent.  Fully  diluted 
earnings  per  share  include  the  effect  of  shares  issuable 
upon  conversion  of  debentures  and  the  potential 
issuance  of  shares  under  the  deferred  compensation  and 
the  stock  option  plans. 

Certain  reclassifications  were  made  to  prior  year 
financial  statements  to  conform  to  current  year 
presentation. 

2.  Unusual  Items 

Other,  in  1985,  represents  the  gain  of  $13-1  million, 
before  income  taxes,  on  the  sale  of  the  Milwaukee-based 
Boston  Store  division  and  a  provision  for  reorganization 
expense  amounting  to  $48.2  million,  before  income  taxes. 


The  reorganization  includes  the  merger  of  two 
department  store  divisions,  the  merger  of  two  mass 
merchandising  divisions  and  the  reorganization  or 
regionalization  of  selected  corporate  office  and  divisional 
functions. 

Equity  in  the  gain  on  the  sale  of  shopping  centers 
represents  the  sale  by  Federated  Stores  Realty,  Inc.,  of  two 
shopping  centers  in  1984  and  four  shopping  centers  in 
1983-  The  equity  in  the  gain  on  these  sales  is  reported 
net,  after  reduction  for  federal,  state  and  local  income 
taxes,  provision  for  profit-sharing  expense  and  other 
expenses. 

Other,  in  1983,  includes  a  loss  provision  of  $12.0 
million,  before  income  taxes,  for  the  liquidation  of  the 
Bullocks  Northern  California  division  and  a  capital 
contribution  of  $15.0  million,  before  income  taxes,  to  the 
Federated  Department  Stores  Foundation. 


3.  Accounts  Receivable 


February  1, 

February  2, 
1985 

Due  from  customers: 

30-dav 

$  65.1 

$  773 

Deferred  pavment 

1,483.2 

1,431.7 

Other 

95.2 

95.9 

Gross  receivables 

1,643.5 

1,604.9 

Less: 

Allowance  for  doubtful  accounts 

33.1 

32.3 

Deferred  service  charges 

34 

4.7 

Accounts  sold  to  finance 

subsidiary  less  company’s 

equity* 

— 

188.9 

36.5 

225.9 

1,607.0 

1379.0 

Due  from  finance  subsidiary* 

— 

166  8 

Net  receivables 

$1,607.0 

$1,545  8 

as  %  of  gross  receivables 

2.0% 

2.0% 

mEJJeaue  m  July  1985,  the  company  discontinued  us  previous  practice  of  selling 
certain  customer  accounts  receivable  to  us  wholly  owned  unconsohdaied finance 
subsidiary 


Sales  through  credit  plans  of  Federated  divisions  in 
1985  rose  to  $3-8  billion,  up  .9%  from  1984.  The  sales  for 
1984  had  increased  8.9%  from  1983  and  sales  for  1983  had 
increased  10.6%  from  1982. 

Finance  charge  revenues,  which  are  included  in  net 
sales  in  the  Consolidated  Statement  of  Income,  amounted 
to  $212.9  million  in  1985,  $198.1  million  in  1984  and 
$176.2  million  in  1983- 
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4.  Inventories 

Merchandise  inventories  at  the  1985  year  end  were 
$1,320.1  million,  compared  to  SI, 314.5  million  at  the  end 
of  the  preceding  year.  At  year  end  1985,  1984  and  1983, 
inventories  were  $261.3  million,  $260.0  million  and 
$271.9  million  lower  than  they  would  have  been  had  the 
retail  method  been  used  without  the  application  of  the 
LIFO  basis.  This  application  resulted  in  a  charge  of  4 
cents  per  share  in  1985,  a  credit  of  12  cents  per  share  in 
1984  and  a  charge  of  13  cents  per  share  in  1983- 
Management  believes  that  the  LIFO  method,  which 
charges  the  most  recent  merchandise  costs  to  the  results 
of  current  operations,  provides  a  better  matching  of 
current  costs  with  current  revenues  in  the  determination 
of  net  income. 


5.  Properties  and  Leases 


February  1, 

February  2, 
1985 

Land 

$  140.1 

$  129.2 

Buildings  on  owned  land 

Buildings  on  leased  land  and 

1,039.6 

988.8 

leasehold  improvements 

552.1 

5-tO  9 

Store  fixtures  and  equipment 

1,421.8 

1,293.3 

Property  not  used  in  operations 
Leased  properties  under 

84.4 

100.3 

capitalized  leases 

191.2 

205.0 

Less  accumulated  depreciation 

3,429.2 

3,257  5 

and  amortization 

1,179.6 

1,078.9 

$2,249.6 

$2,178.6 

In  connection  with  certain  shopping  center 
agreements,  the  company  is  obligated  to  operate  stores 
within  the  centers  for  periods  of  up  to  20  years.  Some  of 
these  agreements  require  that  the  stores  be  operated 
under  a  particular  name. 

Major  commitments  for  the  future  purchase  or 
construction  of  facilities  at  February  1, 1986,  amounted  to 
approximately  $341  million. 

Maintenance  and  repairs  of  properties  and  equipment 
amounted  to  $86.2  million  for  1985,  $80.7  million  for 
1984  and  $70.3  million  for  1983. 


The  company  leases  a  portion  of  the  real  estate  and 
personal  property  used  in  its  operations.  Most  leases 
require  the  company  to  pay  real  estate  taxes,  maintenance 
and  other  executory  costs,  some  call  for  additional 
amounts  based  on  percentages  of  sales  and  some  contain 
purchase  options. 

Minimum  rental  commitments  (excluding  executory 
costs)  at  February  1, 1986,  for  noncancellable  leases  are: 


1986 

1987 

1988 

1989 

1990 

After  1990 

Total  minimum  lease 
payments 

Less  amount  representing 

Present  value  cf  net  minimum 
capital  lease  payments 


S  18  1  S  55.7  S  73  S 
17  6  53  2  70.8 

15.9  48  0  63  9 

14.7  46  5  61.2 

13.2  44.6  57  S 

114.6  373  9  488.5 


S19s  1  $62 1.9  $816.0 


82.7 


$111.4 


Capitalized  leases  are  included  in  the  balance  sheet  as 
property’  and  equipment  while  the  related  obligation  is 
included  as  short-term  ($9.0  million  )  and  long-term 
(S102.4  million)  debt.  The  charge  to  income  for  the 
amortization  of  capitalized  leases  in  the  amount  of  $10.4 
million,  $11.5  million  and  $10.9  million  for  Fiscal  1985, 
1984  and  1983,  respectively,  is  included  in  depreciation 
and  amortization  expense.  Total  minimum  lease  payments 
shown  above  have  not  been  reduced  by  minimum 
sublease  rentals  of  approximately  $11.3  million  on  capital 
leases  and  $33-3  million  on  operating  leases. 

Rental  expense  consists  of: 


(millions) 

1984 

1983 

Real  estate  (excluding 
executory  costs) 

Capital  leases  — 

Contingent  rentals 

$  32 

$  3.1 

$  2.6 

Operating  leases  — 

Minimum  rentals 

4  64 

39.8 

35  6 

Contingent  rentals 

7.4 

6  5 

5.9 

Less  income  from  subleases  — 
Capital  leases 

26 

2.4 

2.3 

Operating  leases 

88 

4.3 

5.0 

$45  6 

$42.7 

$36.8 

Personal  property  — 

Operating  leases 

$26.4 

$28.9 

$32.3 
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Gross  square  feet  of  store  space  (unaudited)  at  year 
end  is: 


Fvhnum 

:  1.  1986 

February  2,  198$ 

, 

Cn:L, 

Abraham  and  Straus 

15 

5,538 

15 

5,538 

Bloomingdale's 

15 

4,024 

15 

4,006 

Boston  Store* 

— 

1.596 

Bullock's/Bullocks  Wilshire 

27 

4,680 

28 

4,842 

Burdines 

29 

5,0o4 

28 

4,826 

Filene's 

16 

2,117 

15 

1,978 

Folev's 

17 

4,380 

17 

4,380 

Goldsmith's 

6 

1,338 

6 

1,338 

Lazarus* * 

31 

7.517 

31 

~,608 

I  Magnin 

26 

1,828 

26 

1,813 

Rich's 

1~ 

4,308 

18 

4,382 

Sanger  f  larris 

18 

3.274 

18 

3,285 

Total  Department 

Stores 

2T_ 

44,068 

225 

45,592 

Mass  Merchandising 

—  Gold  Circle*** 

~6 

8,259 

81 

8,812 

Supermarkets  —  Ralphs 

127 

4.607 

126 

4,537 

The  Children's  Place 

158 

854 

139 

737 

Filene's  Basement 

17 

6S7 

15 

634 

MainStreet 

9 

668 

3 

207 

Total  Other 

184 

2,209 

157 

1,5-8 

Total 

604 

59,143 

589 

60,519 

•  Boston  Store  was  sold  on  Morel) 

m5 

•  *  Lazarus  and  Mlito  Hikes  uvre  c 

ednvxono, 

ijanuar. 

v  20, 1986 

New  units  scheduled  to  open  in 

1986  (unaudited)  and 

their  gross  square  footaj 

;e  are  shown  below: 

Square  Feet 

Division 

Location 

n  Toousatub 

Bloomingdale's 

Boca  Raton,  FL 

225 

Bullock's 

Los  Angeles,  G\ 

125 

Lazarus 

Newark,  OH 

50 

Rich's 

two  stores 

Atlanta,  GA 

333 

one  store 

Birmingham,  AL 

225 

Sanger  Harris 

two  stores 

Oklahoma  Citv,  OK 

299 

Ralphs 

two  stores  (net)* 

California 

574* 

The  Children's  Place 

six  stores 

Various  state 

iS 

30 

Filene's  Basement 

two  stores 

Paramus,  NJ 

50 

two  stores 

Philadelphia 

,  PA 

50 

MainStreet 

four  stores 

Detroit,  Ml 

280 

three  stores 

Chicago,  IL 

210 

2,451 

•  Including  13  giant  stores  (910,000  square  feet)  and  three  superstores  ( 122,000 square 
feet),  net  of  14  stores  ( 458,000  square  feet)  scheduled  to  be  closed  m  1986 


6.  Financing 

Short-term  credit  lines  aggregating  $684.5  million 
were  available  from  36  banks  at  year  end.  As  a  result  of 
reduced  short-term  financing  needs,  such  credit  lines 
were  decreased  from  the  S721.5  million  previously 
available. 

During  1985  and  1984  average  short-term  borrowings 
were  $219  6  million  and  $366.6  million  and  the  maximum 
outstanding  at  any  time  during  the  year  was  $393.8 
million  and  $689.7  million,  respectively.  The  weighted 
daily  average  interest  rates  were  approximatelv  8.0%  and 
10.0%. 


Long-term  debt  outstanding  at  year  end  includes: 


(rmlho,*) 

February  1, 

February  2, 
1985 

Sinking  fund  debentures  due  to 

2010,  10’/,% 

S200.0 

$200  0 

Sinking  fund  debentures  due  to 

2013, 10%% 

100.0 

100.0 

Euronotes  due  1990.  11% 

100.0 

100.0* 

Euronotes  due  1995, 10%% 

100.0 

— 

Notes  due  to  2002,  7.95% 

80.0 

85.0 

Sinking  fund  debentures  due  to 
2002,  7%% 

39  9 

42  0 

Sinking  fund  debentures  due  to 

1995,  8%% 

22.5 

24.9 

Sinking  fund  debentures  due  to 

1997,  7.35% 

8.9 

89 

Notes  due  to  1991, 10% 

5.0 

60 

Other,  average  9%  and  8% 

22.8 

24.4 

679.1 

591.2 

capitalized  leases 

102.4 

1195 

$781.5 

$710.7 

*  On  February  5,  19S5,  the  company  refinanced  short-term  debt  through  the  issuance 
of  $100  million,  11%  Euronotes  due  1990 


A  summary  of  future  maturities  of  long-term  debt, 
other  than  capitalized  leases,  is  shown  below: 


Fiscal  vear: 

1986 

1987 

1988 


1990 

■After  1990 


$  8.8 
12.7 
19.0 
115.6 
12.3 
519.5 
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7.  Accounts  Payable  and 
Accrued  Liabilities 


R’hruary  2, 

Merchandise  and  expense 
accounts  payable 

S  760  6 

$  ”05  1 

Accrued  wages,  vacations 
and  sick  leave 

80.0 

75.3 

Taxes  other  than  income  taxes 

48.4 

48.5 

Accrued  reorganization  expense 

46.6 

— 

Other 

190.0 

206.0 

$1,125.6 _ SI  .034.9 


8.  Taxes 

Current  liability  for  income  taxes  includes  a  deferred 
amount  at  year  end  of  $248.1  million  in  1985  and  $237.7 
million  in  1984  from  deferral  of  gross  margin  on 
installment  sales. 

Deferred  income  tax  liability  is  principally  the  net 
result  of  deferred  tax  credits  from  accelerated 
depreciation  and  deferred  tax  charges  related  to  deferred 
compensation. 

The  income  tax  provision  consists  of: 


(m.lhons) 

1985 

/96V 

1983 

Federal 

$203.7 

$200.5 

S222  5 

State  and  local 

43.4 

43.6 

40  2 

$2451 

$244.1 

$262  7 

Effective  income  tax  rate 

including  unusuallpjits 

46.3°o 

42.6% 

43.7% 

Effective  income  tax  rate 

excluding  unusual  items 

46  696 

46.0% 

47  0% 

The  effective  income  tax  rate  differs  from  the  federal 
income  tax  statutory  rate  primarily  because  of  investment 
tax  credits,  state  and  local  income  taxes  and,  where 
applicable,  the  recording  of  the  equity  in  the  gain  on  the 
sale  of  shopping  centers  on  an  after-tax  basis.  Investment 
tax  credits,  accounted  for  under  the  flow  through 
method,  totaled  $16.4,  $15-9  and  $14.7  million  for  the 
three  years  shown  above. 


Deferred  income  tax  charges  and  credits  are  included 
in  the  provision  for  income  taxes  as  follow^'*,  • 


(m.lhom, 

/%•>- 

/9SV 

lOS.i 

Deferred  charges  ( credits )  arising 

Capitalized  interest  and  taxes, 
expensed  for  tax  purposes,  and 
accelerated  depreciation 

$31.5 

$3'  9 

S27.6 

Provision  for  reorganization 
expense 

(23  1) 

_ 

_ 

Gross  margin  on  deferred  pavment 
sales  which  are  on  the  install¬ 
ment  method  for  tax  purposes, 
and  other  current  items 

19  0 

Provisions  for  deferred  compensa¬ 
tion,  deductible  for  tax  purposes 
only  at  the  time  of  distribution, 
and  other  deferred  items 

(3.6) 

(10.4) 

(4.8) 

Loss  provision  for  the  liquidation 
of  the  Bullocks  Northern  Cali¬ 
fornia  division 

1  1 

2.9 

(7.1) 

$14.2 

$44  3 

$34.7 

Internal  Revenue  Service  examination  of  federal 
income  tax  returns  has  been  completed  for  years  ended 
through  January  31, 1981.  The  company  is  contesting 
certain  issues  for  the  year  ended  January  31, 1981. 
Management  believes  that  adequate  provision  has  been 
made  for  these  issues,  as  well  as  for  subsequent  years 
through  February  1,  1986. 


9.  Retirement  Income  and  Deferred 
Compensation  Plans 

The  company  has  two  defined  benefit  plans  (  Pension 
Plans)  and  a  defined  contribution  plan  (Profit  Sharing 
Plan).  Generally  employees  who  work  1,000  hours  or 
more  per  year  are  covered  under  the  Pension  Plans  and 
under  the  Profit  Sharing  Plan,  all  of  which  have  received 
favorable  determination  letters  from  the  Internal  Revenue 
Sen-ice  as  to  their  qualified  status  under  the  Internal 
Revenue  Code.  These  plans  were  amended  and  restated 
in  1985  due  primarily  to  changes  in  statutory 
requirements.  Qualification  of  the  plans  as  amended  and 
restated  is  currently  pending  before  the  Internal  Revenue 
Senice;  such  qualification  is  anticipated. 


30 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


Retirement  expense,  consisting  of  pension  and  profit- 
sharing  expense,  totaled  $61.5  million,  $60.4  million  and 
$64.0  million  in  1985, 1984  and  1983,  respectively.  The 
Profit  Sharing  Plan  has  net  assets  at  December  31, 1985, 
aggregating  $744  million  held  in  an  independent  trust.  In 
addition,  retire. aent  expense  included  contributions  to 
certain  multi-employer  plans  and  provisions  for 
supplementary'  retirement  benefits. 

Actuarially  determined  pension  costs  for  the  Pension 
Plans  are  accrued  annually  The  following  summarizes  the 
actuarially  determined  benefit  and  asset  information  for  the 
Pension  Plans  as  of  January  1, 1985,  and  January  1, 1984. 


_ $106.8  $  50.5 

Net  assets  available  for  plan  benefits  S  90.2  $64.1 

The  actuarial  present  value  of  net  accumulated 
benefits  under  the  Pension  Plans  is  reduced  by  certain 
benefits  previously  accumulated  under  the  Profit  Sharing 
Plan.  Assets  of  the  Profit  Sharing  Plan  are  maintained  in  a 
separate  trust  fund  and  are  not  commingled  with  assets  of 
the  Pension  Flans. 


The  company's  policy  is  to  fund  the  Pension  Plans  at  or 
above  the  minimum  required  by  law  in  each  year.  In 
January  1986,  the  company  funded  the  Pension  Plans  in 
the  amount  of  $40.8  million,  which  was  the  maximum 
contribution  allowable  under  applicable  laws. 

Deferred  compensation  and  supplementary  retirement 
liability  represents  principally  cash  and  stock  distributable 
after  retirement  or  termination  under  the  company's 
Executives  Deferred  Compensation  Plan,  in  which 
eligible  executives  may  elect  to  defer  a  portion  of  their 
compensation  each  year.  The  company  maintains  shares 
in  the  treasury  to  cover  the  number  4  estimates  will  be 
needed  for  distribution  of  stock  credits  currently 
outstanding. 

In  the  event  of  a  change  of  control  of  the  company, 
provisions  have  been  made  in  the  Executives  Deferred 
Compensation  Plan  to  provide  for  conversion  of  all  stock 
credits  into  cash  credits  and  to  provide  for  immediate 
payment. 


10.  Post-retirement  Health  Care  and  Life 
Insurance  Benefits 

Certain  retired  employees  are  currently  provided  with 
specified  health  care  and  life  insurance  benefits. 

Eligibility  requirements  for  such  benefits  vary  by  division, 
but  generally  state  that  benefits  are  available  to 
employees  tvho  retire  after  a  certain  age  with  specified 
years  of  service.  Such  health  care  and  life  insurance 
benefits  are  provided  to  both  retired  and  active 
employees  through  a  medical  benefit  trust,  a  group  life 
trust,  and  insurance  companies  with  insurance  premiums 
based  on  benefits  paid.  The  cost  of  providing  these 
benefits  to  7,000  eligible  retirees  is  not  separable  from 
the  cost  of  providing  benefits  for  the  80,000  participating 
active  employees.  The  total  cost  of  such  benefits,  after 
employee  contributions,  was  $47.5  million  in  1985  and 
$51.5  million  in  1984. 
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11.  Employee  Stock  Plans 

The  company  has  several  stock  option  plans  which 
provide  for  grants  of  either  qualified  or  nonqualified 
options  at  not  less  than  100%  of  market.  These  plans 
allow  for  the  grant  of  stock  appreciation  rights  in 
connection  with  options  under  the  plans.  Stock  option 
transactions,  including  options  for  which  stock 
appreciation  rights  have  been  granted,  are  as  follows: 


19S5 

1984 

(shares  m  thousands ) 

Sbtres 

Shares 

Grant 

Price 

Outstanding,  beginning 
of  vear 

1,261.0 

$23-65 

1,1857 

$23-65 

Granted  at  100% 
of  market 

298  0 

56-63 

336.1 

47-54 

Expired  or  cancelled 

(218  5) 

23-63 

(108.2) 

23-63 

Exercised 

(312  0) 

23-63 

(152.6) 

23-44 

Outstanding, 
end  of  year 

1,028  5 

$23-65 

1,261.0 

$23-65 

Exercisable, 
end  of  year 

357.1 

$23-65 

583.2 

$23-65 

Available  for 
additional  grants 

2,070.3 

Stock  appreciation  rights  for  194,000  shares  were 
outstanding  at  the  year  end. 

The  company's  stock  option  plans  contain  a  provision 
whereby  options  outstanding  for  more  than  one  year  will 
become  exercisable  in  the  event  of  a  change  of  control. 

The  company  also  has  restricted  stock  purchase  and 
restricted  stock  grant  plans.  As  of  February  1, 1986, 
214,000  shares  and  762,000  shares,  respectively,  were 
available  for  future  grants  under  the  plans. 


12.  Shareholders’  Equity 


(millions) 

1985 

1984 

1983 

Preferred  stock 

%  — 

$  —  $ 

- 

Common  stock  —  par  value 

62.2 

62  2 

62  2 

Capital  in  excess  of  par 
value  of  common  stock: 
Balance,  beginning 
of  year 

Net  charge 
from  treasury  stock 

102  4 

(3.9) 

105.5 

(31) 

113  3 

(7.8) 

Balance,  end  cf  year 

98.5 

102  4 

105.5 

Retained  earnings: 

Balance,  beginning 
of  year 

Net  income 

Cash  dividends 

2,406.7 

286.6 

(123.9) 

2,194.1 

329.3 

(116.7) 

1,962  8 
338.3 
(107.0) 

Balance,  end  of  year 

2,569.4 

2,406  7 

2,194.1 

Less  treasury  stock: 

Balance,  beginning 
of  year 

Additions 

Deductions 

183 

(22.7) 

28.4 

12.9 

(14.1) 

33.2 
19.0 
(23  8) 

Balance,  end  of  year 

22.8 

27.2 

28  4 

Total  shareholders'  equity 

$2,707  3 

$2,544.1  $2,3334 

The  authorized  shares  of  the  company  consist  of  5.0 
million  preferred  shares,  no  par  value  with  none  issued 
and  100.0  million  common  shares,  par  value  $1.25  per 
share  with  49.8  million  shares  issued  in  1985, 1984  and 

1983.  Common  shares  outstanding  at  year  end  totaled  48.8 
million  in  1985,  48.6  million  in  1984  and  48.6  million  in 
1983. 

Net  change  in  capital  in  excess  of  par  value  of 
common  stock  results  from  the  issuance  of  treasury 
shares  in  connection  with  employee  stock  plans  and 
debenture  conversions. 

Changes  in  the  number  of  shares  held  in  the  treasury 
during  the  three  years  ended  February  1, 1986,  are  as 
follows: 

( thousands )  1985  1984  1983 

Balance,  beginning  of  year  ] 

Purchased 

Deductions: 

Deferred  compensation  plan 

Stock  option  plans 

Restricted  stock  grant  plans 

Debentures  converted  to  common 

1,115  1,176 

295  258 

(81)  (83) 

(312)  (152) 

(28)  (71) 

(13)  (13) 

1,296 

331 

(97) 

(296) 

(37) 

(21) 

Balance,  end  of  year 

976  1,115 

1,176 
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On  January'  23, 1986,  the  company  declared  a  dividend 
of  one  preferred  stock  purchase  right  on  each 
outstanding  share  of  common  stock.  Under  certain 
conditions,  each  right  may  be  exercised  to  purchase  one 
one-hundredth  of  a  share  of  a  new  series  of  preferred 
stock  at  an  exercise  price  of  $250  per  one  one-hundredth 
of  a  share,  subject  to  adjustment.  The  rights  may  only  be 
exercised  after  a  public  announcement  that  a  party 
acquired  or  obtained  the  right  to  acquire  20%  or  more  of 
the  outstanding  shares  of  the  company’s  common  stock  or 
after  commencement  or  public  announcement  of  an  offer 
for  3096  or  more  of  the  company’s  common  stock.  The 
rights,  which  do  not  have  voting  rights,  expire  on 
February  5,  1996,  and  may  be  redeemed  by  the  company 
at  a  price  of  $.05  per  right  at  any  time  prior  to  10  days  (or 
such  longer  period  as  the  Board  of  Directors  may 
determine)  after  the  acquisition  of  209$  of  the  company's 
common  stock. 

In  the  event  that  the  company  is  acquired  in  a  merger 
or  other  business  combination  transaction  or  a  party 
acquires  more  than  509$  of  the  company’s  common  stock 
or  in  the  event  of  a  self-dealing  by  an  acquiring  party, 
each  holder  of  a  right  shall  have  the  right  to  receive, 
upon  exercise  thereof  at  the  then  current  exercise  price, 
that  number  of  shares  of  common  stock  (or,  in  certain 
circumstances,  cash,  property  or  other  securities)  of  the 
surviving  company  which  at  the  time  of  such  transaction 
would  have  a  market  value  of  two  times  the  exercise 
price  of  the  right. 


13.  Business  Segments 

Total  assets  of  the  department  stores,  mass 
merchandising  stores,  supermarkets,  other  stores  (The 
Childrens  Piace,  Filene's  Basement  and  MainStreet)  and 
central  office  are  as  follows: 


<nn,!,or„ 

R'br;^L 

February  2. 

Department  .stores 

$4,163." 

$3,921.7 

$3,609.0 

Mass  merchandising 

391." 

4172 

402  5 

Supermarkets 

378.5 

345  3 

356  3 

Other 

279.3 

211.2 

D92 

Central  office 

D0.4 

376.0 

384.3 

$5353.6 

S5.271.4 

$4,901.3 

Central  office  assets  include  principally  investment  in 
and  advances  to  two  unconsolidated  wholly  owned 
subsidiaries  and  general  corporate  assets.  Effective  in  July 
1985,  the  company  discontinued  its  previous  practice  of 
selling  certain  customer  accounts  receivable  to  its  wholly 
owned  unconsolidated  finance  subsidiary. 


Capital  expenditures  include: 


Buildings,  fixtures  and  equipment: 
Department  stores 
Mass  merchandising 
Supermarkets 
Other 

Central  office 


1985  1984 


$  10.0  $  9.0 

243.4  207.6 

11.7  15.7 

36.8  24.6 

59.0  33.6 

33  5.7 


$364.2  $296.2 


Depreciation  and  amortization  of  the  department 
stores  amounted  to  $163-7,  $155.3  and  $147.7  million  for 
1985, 1984  and  1983,  respectively  Mass  merchandising 
stores  incurred  depreciation  and  amoitization  of  $21.5, 
$23.3  and  $21.8  million,  supermarkets  incurred  $29.9, 
$29.3  and  $26.0  million,  other  stores  incurred  $10.6,  $7.1 
and  $5.3  million  and  central  office  incurred  $4.9,  $6.1  and 
$5.4  million  for  the  past  three  years. 

Year-end  inventories  of  the  department  stores,  mass 
merchandising  stores,  supermarkets  and  other  stores  are 
shown  below: 


1985  S  987  5  7-18%  $170.1  iffS! 

198-i  1,004  3  76.4  167.4  12.7 

1983  857.4  76.0  146  6  13  0 

19S2  71 4  4_5.7  142.0  15  0 

1981  6S0  7  82.3  88.4  10." 


$~"3  59%  S852  64% 

656  50  ~2  5.9 

67.6  6.0  56.9  5.0 

566  6.0  309  33 

45  9  5.5  12.3  1.5 


Operating  profit  of  the  department  stores,  mass 
merchandising  stores,  supermarkets  and  other  stores  is 
detailed  below: 


%  of  %  of  %  of 


19S5  $621.9  9.3% 

19S4  619"  9.4 

1983  637.5  10.7 

1982  494.0  9.1 

1981  544.5  10.6 


$39.0  3  7%  $58.7 

31  8  30  43.9 

39.1  3.9  49.2 

23.4  2.8  37.0 

17.1  2  4  34.2 


3.2%  $  (9  5)  (2.3)% 
2.6  (2.7)  (.8) 

3.3  5.3  2.1 

2.9  10.0  5.3 

3-0  7.8  8.8 


Operating  profit  represents  the  pre-tax  profit  from 
operations  of  the  divisions.  Unallocated  central  office 
costs,  interest  expense  and  other  non-operating  items 
aggregated  $141.3,  $161.9,  $143.2,  $142.7  and  $130.6 
million  for  the  years  shown  above. 
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Sales  of  the  department  stores,  mass  merchandising 
stores,  supermarkets  and  other  stores  are  as  follows: 


Department  Mass 

Stores  Merchandising  Supermarkets  Other 


1985  $6,684.7  67.0%  $1,057.9  10.6%  $1,813  6  18  2%  $421.8  4.2% 
1984  6,566.6  67.9  1,059.9  11.0  1,711.3  17.7  334.5  3-4 

1983  5,970.3  68.7  991.1  11.4  1,4737  17.0  254.5  2.9 

1982  5,412.2  70.3  822.9  10.7  1,275.7  16.6  188.1  2.4 

1981  5,140  7  72.7  706.4  10.0  1,132.1  16.0  88.5  1.3 


Sales  increases  by  business  segment  in  1985, 1984  and 
1983  for  all  stores  and  for  comparable  stores  follow.  Sales 
for  “all  stores  excluding  closed  operations"  exclude  sales 
of  the  Boston  Store  division  which  was  sold  on  March  27, 
1985,  mass  merchandising  operations  in  Pennsylvania 
which  were  closed  on  January'  26, 1986,  and  the  Bullocks 
Northern  California  division  which  began  liquidation  on 
October  29, 1983.  Comparable  store  sales  include  only 
stores  open  for  the  full  fiscal  years  being  compared. 


merit  Merchan ■  Super¬ 
stores  dising  markets  Other  Total 


%  Increase  from  Prior  \ear 

1985" 

All  stores 

18% 

(.2)% 

6.0% 

26.1% 

3.2% 

All  stores  excluding 
closed  operations 

39 

(.5) 

60 

261 

46 

Comparable  stores 

2.4 

.8 

6.0 

3.2 

2.9 

1984** 

All  stores 

10.0 

6.9 

16.1 

31.4 

113 

All  stores  excluding 
closed  operations 

11.2 

7.1 

16.1 

31.4 

12.2 

Comparable  stores 

8.0 

56 

8.1 

12.3 

79 

1983*"" 

.All  stores 

10.3 

20.4 

15.5 

35.3 

12.9 

All  stores  excluding 
closed  operations 

109 

20.6 

15.5 

35.3 

13.3 

Comparable  stores 

8.1 

6.5 

•2 

10.7 

6.7 

"Compares  a  52-week  year  to  a  53-week  year. 
""Compares  a  53-week  year  to  a  52-week  year. 
"“"Compares  two  52-week  years 


14.  Supplementary  Information  on 

Inflation  and  Changing  Prices  (.unaudited) 

The  Financial  Accounting  Standards  Boards  Statement 
33  requires,  in  the  form  of  supplementary  data,  a 
statement  of  income  adjusted  for  inflation.  The  method 
prescribed  requires  adjustment  for  cost  of  inventories 
and  of  fixed  assets. 

The  “current  cost”  data  were  determined  by  use  of 
various  indices.  Property  and  equipment  and  the  related 
depreciation  expense  were  determined  by  use  of 
published  indices,  indices  developed  by  our  company 
and  market  value  quotations.  The  values  so  determined 
are  not  necessarily  representative  of  amounts  for  w'hich 
these  assets  could  be  sold  or  of  the  cost  of  future 
replacement.  Year-end  inventories  and  cost  of  sales  were 
calculated  by  use  of  the  retail  inventory  method  stated  on 
the  first-in,  first-out  basis  (FIFO)  and  on  the  last-in,  first- 
out  basis  (LIFO),  respectively  In  connection  with  the 
application  of  the  LIFO  basis,  the  U.S.  Bureau  of  Labor 
Statistics  “Department  Store  Inventory  Price  Index”  (BLS 
index)  was  used,  as  it  relates  specifically  to  department 
store  commodities.  Our  company  has  given  recognition 
to  the  effect  of  inflation  in  cost  of  sales  by  use  of  the  LIFO 
method  since  1941. 

Statement  33  requires  a  statement  of  the  change  in  the 
value  of  monetary  assets  and  liabilities  due  to  inflation; 
this,  however,  does  not  enter  into  the  determination  of 
income  under  the  guidelines  prescribed.  The  gain  from 
decline  in  purchasing  power  of  net  amounts  owed  is 
attributable  primarily  to  debt  used  to  finance  fixed  assets 
and  inventories.  Since  the  effect  of  inflation  on  fixed 
assets  and  inventory  is  included  in  net  income,  we 
believe  that  the  effect  of  inflation  on  the  related  liabilities 
also  should  be  included  in  the  computation  of  net 
income.  We,  therefore,  have  recognized  such  gain  in  the 
earnings  per  share  in  the  Current  Cost  disclosure  in  the 
accompanying  schedule. 

At  February  1, 1986,  the  “current  cost”  of  inventory  w'as 
$1,581.4  million  and  the  “current  cost”  of  property  and 
equipment  was  $3,352.1  million. 
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Schedule  of  Income  Adjusted  for  Changing  Prices 

For  the  52  weeks  ended  February  1,  1986  Average  1985  Dollars 


(in  thousands,  except  per  share  data) 

As  Reported  in 
the  Financial  Statements 
(Historical  Cost) 

Adjusted  for  Changes 
in  Specific  Pnces 
(Current  Cost) 

Net  Sales,  including  leased  department  sales 

$9,978,027 

$9,978,027 

Cost  of  sales,  including  occupancy  and  buying 
costs  (excluding  depreciation) 

Selling,  publicity,  delivery,  administrative  and  other 
expenses  (excluding  depreciation) 

Depreciation  and  amortization  expenses 

7,119,996 

2,058,666 

230,585 

7,119,996 

2,058,666 

348,677 

9,409,247 

9,527,339 

Income  Before  Income  Taxes  and  Unusual  Items 

Unusual  items  —  gain  on  sale  of  department  store  division 
and  provision  for  reorganization  expense,  before  taxes 

568,780 

(35,054) 

450,688 

(35,054j 

Income  Before  Income  Taxes 

Provision  for  income  taxes 

533,726 

247,100 

415,634 

247,100 

Effective  income  tax  rate 

46.3% 

59-5% 

Net  Income 

$  286,626 

$  168,534 

Earnings  per  Share  of  Common  Stock 

$  5.88 

$  3.45 

Gain  from  decline  in  purchasing  power  of  net  amounts  owed 

$  34,611 

Earnings  per  Share  of  Common  Stock,  including  gain 

from  decline  in  purchasing  power  of  net  amounts  owed 

$  5.88 

$  4.16 

Excess  of  increase  in  general  price  level  over  increase 
in  specific  prices  of  inventories  and  fixed  assets 

$  59,957* 

Net  assets  at  year  end 

$2,707,268 

$4,035,881 

•The  current  cost  of  mtentonet,  and  fixed  assets  increased  by  St 27  5  million,  these  assets  m 

creased  by  $187  5 

million  due  to  general  price  level  changes. 

Five-Year  Comparison  of  Selected  Financial  Data  —  Adjusted  for  Ejects  of  axmgmg  pnces 

(average  1985  dollars  in  thousands,  except  pier  slxtre  data) 

1985 

1984  1983 

1982  1981 

Net  Sales,  including  leased  department  sales-. 

CPI-U  index 

BLS  index 

Historical  cost  information  adjusted  for  changes 
in  specific  prices  (current  cost): 

Net  income 

Earnings  per  share  of  common  stock 

Net  assets  at  year  end 

Excess  of  increase  in  general  price  level  over 
increase  in  specific  prices  of  inventories 
and  fixed  assets 

Gain  from  decline  in  purchasing  power  of  net 
amounts  owed 

Cash  dividends  ceciared  per  share  of  common  stock 

Market  price  per  share  of  common  stock  at  year  end 

$9,978,027  $10,018,528  $9,380,013 
9,978,027  9,840,403  8,984,985 

168,534*  219,613*  257,968* 

3.45*  4.52*  5.30* 

4,085,881  4,048,619  3,916,752 

59,957  (32,144)  39,646 

34,611  34,402  41,022 

2.54  2.49  2.37 

65.46  55-11  53-38 

$8,583,256  $8,350,201 
8,177,202  7,776,381 

156,6-4  199,988 

3  22  4.12 

3,762,534  3,693,787 

(103,438)  (6,796) 

32,169  56,188 

2.34  2.25 

51.47  43.69 

Average  CPI-U  index 

Percent  increase  in  average  CPI-U  index 

Percent  increase  in  average  BLS  index 

322.7 

3.6 

1.7 

311.5  298.9 

4.2  3-3 

1.6  2.7 

289.4  273.1 

6.0  9.6 

3.6  5.4 

*  Includes  unusual  charge  of  $173  million,  or  $35  per  share,  in  1985  and  unusual  credits  of  $44 1  million. 

or  1 91  per  share,  in  19S4  and  S2S. : 

■  million,  or  $  59  per  share,  in  1983 
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Accountants’  Report 


Federated  Department  Stores,  Inc. 

Management’s  Report 


To  the  Shareholders  of 
Federated  Department  Stores,  Inc. 

The  financial  statements  of  Federated  Department  Stores, 
Inc.,  were  prepared  in  accordance  wiih  generally  accepted 
accounting  principles.  The  integrity  and  consistency'  of  these 
financial  statements  and  of  other  data  presented  in  this 
report  are  the  responsibility  of  management  and  properly 
include  some  amounts  that  are  based  upon  estimates  and 
judgments. 

The  company  maintains  a  system  of  internal  accounting 
controls,  which  is  supported  by  an  extensive  program  of 
internal  audits  with  appropriate  management  follow-up 
action  to  provide  reasonable  assurance,  at  appropriate  cost, 
that  tire  company's  assets  are  protected  and  transactions  are 
properly  recorded.  Additionally,  the  integrity  of  the  financial 
accounting  system  is  based  on  careful  selection  and  training 
of  qualified  personnel,  organizational  arrangements  which 
provide  for  appropriate  division  of  responsibilities  and 
communication  of  established  written  policies  and 
procedures. 

The  fins.  .  o  statements  of  the  company  have  been 
examined  by  muche  Ross  &  Co.,  independent  certified 
public  accountants.  Their  report  expresses  their  opinion  as 
to  the  fair  presentation  of  the  financial  statements  and  is 
based  upon  their  independent  examination  conducted  in 
accordance  with  generally  accepted  auditing  standards. 

The  Audit  Committee,  composed  solely  of  outside 
directors,  meets  periodically  with  the  independent  certified 
public  accountants,  the  internal  auditors  and  representatives 
of  management  to  discuss  auditing  and  financial  reporting 
matters.  In  addition,  the  independent  certified  public 
accountants  and  the  company's  internal  auditors  meet 
periodically  with  the  Audit  Committee  w-ithout  management 
representatives  present  and  have  free  access  to  the  Audit 
Committee  at  any  time.  The  Audit  Committee  is  responsible 
for  recommending  to  the  Board  of  Directors  the 
engagement  of  the  independent  certified  public 
accountants,  which  is  subject  to  shareholder  approval. 


1633  Broadway 

New' York,  New' York  10019 

Board  of  Directors  and  Shareholders, 

Federated  Department  Stores,  Inc. 

We  have  examined  the  consolidated  balance  sheets  of 
Federated  Department  Stores,  Inc.,  and  subsidiaries  as  of 
February  1,  1986,  and  February  2,  1985,  and  the  related 
statements  of  income,  shareholders'  equity  and  changes  in 
financial  position  for  each  of  the  three  years  in  the  period 
ended  February  1,  1986.  Our  examinations  were  made  in 
accordance  with  generally  accepted  auditing  standards,  and, 
accordingly,  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

In  our  opinion,  the  consolidated  financial  statements 
referred  to  above  present  fairly  the  financial  position  of 
Federated  Department  Stores,  Inc.,  and  subsidiaries  at 
February  1, 1986,  and  February  2,  1985,  and  the  results  of 
their  operations  and  the  changes  in  their  financial  position 
for  each  of  the  three  years  in  the  period  ended  February  1, 
1986,  in  conformity  w'ith  generally  accepted  accounting 
principles  applied  on  a  consistent  basis. 

March  18,  1986 

Touche  Ross  &  Co. 

Certified  Public  Accountants 


Howard  Goldfeder 

Grairman  and  Chief  Executive  Officer 

Will  M.  Storey 

Vice  Gxiirnian  and  Chief  Financial  Officer 

Jack  Brown 

Vice  President  and  Controller 
and  Grief  Accounting  Officer 
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Management’s  Discussion  and  Analysis  of 
Financial  Condition  and  Results  of  Operations 


The following  discusses  the  company’s financial 
condition  arid  results  of  operations  during  the  three  years 
ended  February  1, 1986,  ivbicb  are  presented  in  the 
accompanying  financial  statements.  Note  the  Five-Year 
Operating  Data  sfjoim  on  page  40  and  the  Consolidated 
Eleven-Year  Table  of  Selected  Financial  Data  shown  on 
page  42. 

Financial  Results 

Unusual  Items:  Earnings  for  1985  of  $286.6  million,  or 
$5-S8  per  share,  included  a  $13.1  million  gain,  before 
income  taxes,  on  the  sale  of  the  Boston  Store  division  and 
a  $48.2  million  provision,  before  income  taxes,  for 
reorganization  expense.  Tne  net  effect  of  the  unusual  items 
in  1985  was  a  decrease  in  after-tax  income  of  $17.3  million, 
or  35  cents  per  share. 

Earnings  for  1984  of  $329.3  million,  or  $6.77  per  share, 
included  equip-  in  the  gain  on  the  sale  of  two  shopping 
centers  by  Federated  Stores  Realp’,  Inc.,  an  unconsolidated 
wholly  owned  subsidiary.  Such  gain  in  the  amount  of  $42.6 
million,  or  88  cents  per  share,  was  reported  net,  after 
reduction  for  federal,  state  and  local  income  taxes, 
provision  for  profit  sharing  expense  and  other  expenses. 

Earnings  for  1983  of  $338.3  million,  or  $6.96  per  share, 
included  equip-  in  the  $40.1  million  gain,  after  income 
taxes,  on  the  sale  of  four  shopping  centers-,  a  loss  provision 
of  $12.0  million,  before  income  taxes,  for  the  liquidation  of 
the  Builock’s  Northern  California  division-,  and  a  capital 
contribution  of  $15.0  million,  before  income  taxes,  to  the 
Federated  Department  Stores  Foundation.  The  net  effect  of 
unusual  items  in  1983  was  an  increase  in  after-tax  income 
of  $26.6  million,  or  55  cents  per  share. 

Operations:  Excluding  unusual  items,  earnings  for  1985 
were  $303.9  million,  or  $6.23  per  share.  This  represents  an 
increase  of  6.0%,  compared  to  net  earnings  in  1984  of 
$286.7  million,  or  $5.89  per  share,  excluding  unusual 
items. 

Although  we  improved  our  earnings  performance 
before  unusual  items,  earnings  were  affected  by  a  highly 
competitive  and  promotional  retail  environment  and  a 
Texas  economy  that  continued  to  suffer  from  the  impact  of 
depressed  oil  and  gas  prices. 

We  were  pleased  to  note,  however,  that  significant 
improvements  in  operating  efficiencies  —  an  important 
component  of  our  overall  strategy  to  increase  our  return 
for  the  long-term  benefit  of  our  shareholders^  enabled 
us  to  enhance  margins  modestly  in  our  headquarters 
department  stores  and,  thus,  to  offset  some  of  the  margin 
erosion  that  had  impacted  performance  negatively  in  the 
previous  fiscal  year. 


Inventory  lev-els  at  year  end  were  weli-controiied  and, 
in  comparison  to  a  year  earlier,  represented  substantial 
improvements  in  relation  to  planned  sales. 

Earnings  for  1984  of  $286.7  million,  excluding  unusual 
items,  had  decreased  8.0%  from  1983  earnings  of  $311.7 
million. 

Sales  for  the  52  weeks  ended  February  1, 1986, 
increased  3.2%,  compared  with  an  11.3%  increase  for  the 
53-w-eek  1984  fiscal  year.  Consolidated  1985  sales  include 
the  Boston  Store  division  results  until  its  sale  in  March 
1985  and  mass  merchandising  operations  in  Pennsylvania 
until  closed  in  January  1986.  Consolidated  1983  sales 
include  the  Bullock's  Northern  California  division  results 
until  liquidation  in  October  1983-  If  sales  of  the  Boston 
Store  division  and  mass  merchandising  operations  in 
Pennsylvania  were  excluded  from  1985, 1984  and  1983  and 
sales  of  Buliock's  Northern  California  were  excluded  from 
1983,  the  year-to-year  increases  would  have  been  4.6%  for 
1985  and  12.296  for  1984.  Sales  increases  in  the  two  most 
recent  years  reflea  investment  in  new  and  expanded 
stores  and  the  effects  of  inflation.  Comparable  stores  sales 
data  and  the  impaa  of  inflation  are  discussed  in  further 
detail  on  page  34. 

Department  Stores’  sales  increased  1.8%  in  1985, 
compared  to  a  10.0%  increase  in  the  year  before.  Excluding 
sales  of  the  Bullock's  Northern  California  division  from 
1983  and  sales  of  the  Boston  Store  division  from  1985, 1984 
and  1983,  the  Department  Stores’  sales  increases  would 
have  been  3-9%  in  1985  and  11.2%  in  1984.  Operating  profit 
of  the  Department  Stores  segment  was  $621.9  million  in 
1985,  $619.7  million  in  1984  and  $637.5  million  in  1983.  In 
1985,  the  company  added  three  new  department  stores  and 
closed  11  department  stores.  In  1984,  the  company  added  11 
new  department  stores. 

The  Mass  Merchandising  Stores'  sales  decreased  .2%  in 
1985,  compared  to  a  6.9%  increase  in  1984.  Excluding  sales 
of  mass  merchandising  operations  in  Pennsylvania  from 
1985, 1984  and  1983,  the  Mass  Merchandising  Stores’  sales 
decrease  would  have  been  .5%  in  1985  and  the  sales 
increase  would  have  been  7.1%  in  1984.  Mass 
Merchandising  Stores'  operating  profit  was  $39. 0  million  in 
1985,  $31.8  million  in  1984  and  $39.1  million  in  1983-  In 
1985,  five  mass  merchandising  stores  were  closed  and  in 
19S4,  one  mass  merchandising  store  was  closed. 

Sales  of  Supermarkets  increased  6.0%  in  1985  and  16.1% 
in  19S4.  Supermarkets'  operating  profit  was  $58.7  million 
in  1985,  $43-9  million  in  1984  and  $49.2  million  in  1983-  In 
1985,  one  new  supermarket  was  opened.  In  1984,  five  new’ 
supermarkets  were  opened  and  six  supermarkets  were 
closed. 
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Sales  of  Other  Stores  increased  26.1%  in  1985  and  31.4% 
in  1984.  Other  Stores  reflea  operating  losses  of  $9.5 
million  in  1985  and  $2.7  million  in  1984  and  an  operating 
profit  of  $5.3  million  in  1983-  In  1985,  27  new  other  stores 
were  opened,  compared  to  29  new  other  stores  opened  in 

1984. 

Consolidated  cost  of  sales,  including  occupancy  and 
buying  costs,  as  a  percent  of  sales  for  1985, 1984  and  1983, 
was  73.3%,  73.4%  and  72.196,  respeaively  Selling,  publicity, 
delivery  and  administrative  expenses  as  a  percent  of  sales 
were  19.796, 19.696  and  19.596  for  1985, 1984  and  1983, 
respeaively 

Depreciation  and  amortization  expense  was  $230.6 
million  in  1985,  compared  to  $221.1  million  in  1984  and 
$206.2  million  in  1983-  Advertising  expense  amounted  to 
$303-3  million  in  1985,  S287.5  million  in  1984  and  $239.5 
million  in  1983- 

Provision  for  doubtful  accounts  was  $45.6  million  in 

1985,  $33-9  million  in  1984  and  $34.8  million  in  1983- 
Credit  sales  made  through  the  divisions’  credit  plans 
increased  .996,  compared  to  an  8.996  increase  in  1984. 

Interest  expense  was  S86.4  million  in  1985,  compared  to 
$116.3  million  in  1984  and  $100.3  million  in  1983. 

Provision  for  income  taxes  -was  $247.1  million  in  1985, 
$244.1  million  in  1984  and  $262.7  million  in  1983.  See  page 
30  for  an  explanation  of  effective  income  tax  rates. 

Insurance:  It  has  been  the  company's  policy  to  purchase 
insurance  to  protea  the  assets  and  shareholders’  equity 
against  unusual  and  catastrophic  losses.  Although  some 
risks,  such  as  war  and  terrorism,  are  not  insurable,  most 
other  risks  have  been  insured  consistent  with  the  exposure 
and  costs. 


The  insurance  industry  has  been  undergoing  significant 
and  deteriorating  changes  during  the  past  two  years. 
Availability  of  certain  lines  of  coverage  has  decreased 
materially  and  costs  have  escalated  significantly.  In 
particular,  the  availability  of  earthquake  coverage  for 
California  locations  has  been  reduced  sharply  and  the  costs 
have  become  prohibitive.  After  an  in-depth  study, 
management  has  concluded  that  it  is  not  in  the 
shareholders'  interest  to  purchase  earthquake  insurance 
for  California  locations  at  this  time.  This  issue  wall 
continue  to  be  reviewed  on  an  ongoing  basis. 

Liquidity  and  Capital  Resources 

At  year  end,  notes  payable  and  long-term  debt  due 
within  one  year  were  $42.8  million.  Total  debt  at  year  end 
w'as  $824.3  million,  compared  to  $1,026.1  million  at  year 
end  1984. 

It  is  the  company’s  policy  to  finance  fixed  capital  and 
base  level  working  capita!  with  long-term  debt  and  to 
reserve  short-term  debt  for  seasonal  working  capital  needs. 
During  1985,  the  company  issued  $100  million,  1196 
Euronotes  due  In  1990  and  $100  million,  101496  Euronotes 
due  in  1995.  During  1984,  the  company  redeemed  $150 
million,  141496  three-year  extendable  notes.  On  February 
21, 1986,  the  company  issued  $100  million,  91496  Sinking 
Fund  Debentures  due  2016,  as  part  of  a  shelf  registration 
statement  filed  with  the  Securities  and  Exchange 
Commission  in  1982  for  up  to  $300  million  of  debt 
securities.  On  March  21, 1986,  the  company  filed  a  new 
shelf  registration  statement,  incorporating  the  $100  million 
of  debt  securities  remaining  available  for  issuance  under 
the  1982  shelf  registration  and  adding  an  additional  $100 
million  of  debt  securities. 


Equal  Employment  Opportunity 

In  1985,  the  company  and  its  divisions  continued  to 
advance  in  their  voluntary  programs  of  equal  opportunity 
in  employment  and  purchasing,  as  well  as  their 
involvement  in  —  and  contribution  to  —  community 
activities. 

In  1985,  total  minority  employment  was  25.996,  up  from 
24.396  in  1984  and  22.696  five  years  ago.  Total  female 
employment  was  72.396  in  1985,  an  increase  from  71.996  in 
1984  and  71.096  in  1981. 


During  the  five-year  period  1981-1985,  employment  of 
minorities  in  management  positions  increased  from  10.696 
to  11.996.  Employment  of  females  in  management  positions 
increased  from  55.696  to  61.096  during  that  same  period. 

Federated’s  corporatewide  Minority  Purchasing 
Program  continued  to  grow  in  1985.  The  program  is 
designed  to  assist  the  divisions  in  identifying  qualified 
minority  vendors  for  merchandise  and  saies  support 
resources. 
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Federated  Department  Stores,  Inc. 

Quarterly  Financial  Data 


(in  millions  of  dollars,  except  per  share  data) 

1985 

First 

Second 

Third 

Fourth 

Total  Year 

Net  Sales,  including  leased  department  sales 

$2,187.4 

$2,196.6 

$2,367.9 

$3,226.1 

$9,978.0 

Cost  of  sales,  including  occupancy 
and  buying  costs 

Selling,  publicity  delivery  and 

1,605.5 

1,652.6 

1,723.3 

2,333.3 

7,314.7 

administrative  expenses 

469.0 

464.8 

503.1 

525.6 

1,962.5 

Provision  for  doubtful  accounts 

8.5 

10.4 

13.1 

13.6 

45.6 

Interest  expense  —  net 

21.7 

21.3 

22.1 

21.3 

86.4 

Total  costs  and  expenses 

2,104.7 

2,149.1 

2,261.6 

2,893.8 

9,409.2 

Income  Before  Income  Taxes 

and  Unusual  Items 

82.7 

47.5 

106.3 

332.3 

568.8 

Unusual  Items 

13.1 

— 

— 

(48.2) 

(35.1)° 

Income  Before  Income  Taxes 

95.8 

47.5 

106.3 

284.1 

533.7 

Federal,  state  and  local  income  taxes 

45.8 

22.4 

48.8 

130.1 

247.1 

Net  Income 

$  50.0 

$  25.1 

$  57.5 

$  154.0 

$  286.6 

Earnings  per  Share  of  Common  Stock 

$  1.03 

$  .51 

$  1.18 

$  3.16,;) 

$  5.88 

Fully  Diluted  Earnings  per  Share 

$  1.01 

$  .51 

$  1.15 

$  3.08 

$  5.75 

Dividends  per  Share 

$  .635 

$  .635 

$  .635 

$  .635 

$  2.54 

(in  millions  of  dollars,  except  per  slxzre  data) 

1984 

First 

Second 

Third 

Fourth 

Total  Year 

Net  Sales,  including  leased  department  sales 

$2,03S.4 

$2,099.9 

$2,266.3 

$3,267.7 

$9,672.3 

Cost  of  sales,  including  occupancy' 
and  buying  costs 

Selling,  publicity,  delivery  and 

1,504.3 

1,560.8 

1,667.2 

2,365.4 

7,097.7 

administrative  expenses 

434.2 

439.1 

479.4 

540.9 

1,893.6 

Provision  for  doubtful  accounts 

8.5 

7.2 

8.0 

10.2 

33.9 

Interest  expense  —  net 

24.8 

27.2 

29.8 

34.5 

116.3 

Total  costs  and  expenses 

1,971.8 

2,034.3 

2.184.4 

2,951.0 

9,141.5 

Income  Before  Income  Taxes 

and  Unusual  Items 

66.6 

65.6 

81.9 

316.7 

530.8 

Unusual  Items 

— 

— 

14.7 

27.9 

42.6 (1 

Income  Before  Income  Taxes 

66.6 

65.6 

96.6 

344.6 

573.4 

Federal,  state  and  local  income  taxes 

30.8 

30.6 

39.6 

143.1 

244.1 

Net  Income 

$  35.8 

$  35.0 

$  57.0 

$  201.5 

$  329.3 

Earnings  per  Share  of  Common  Stock 

$  .74 

$  .72 

$  1.17 

$  4.14<:) 

$  6.77 

Fully  Diluted  Earnings  per  Share 

$  .72 

$  .71 

$  1.15 

$  4.04 

$  6.61 

Dividends  per  Share 

$  .60 

$  .60 

$  .60 

$  .60 

$  2.40 

(UTbe  unusual  items  are  discussed  in  detail  on  page  27 

<2> Earnings  include  credits  of  $  05  per  share  m  1985  and  $25  per  share  n 

n  1984  resulting  from  t 

be  application  of  the  UFO 

method  of  accour. 

Utngfor  tm.'eniones. 

Earnings  per  share  computed  separately  for  each  period 
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Federated  Department  Stores,  Inc. 

Five-Year  Operating  Data 

By  Business  Segment 


Notes: 

( 1)  Unusual  items  consist  of  gain  on  sale  of 
Boston  Store  division  ($13  1  million  bcfore  taxes) 
and  provision  for  reorganization  expense  ($48.2 
million  before  taxes) 

(2)  Unusual  items  consist  of  equity  in  gam  on 
sale  of  slipping  centers,  net  of  taxes. 

sale  of  shopping  centers  ($40  1  million  net  of 
taxes),  a  loss  provision  for  the  liquidation  of  the 
Bullocks  Northern  California  division  ($12.0 
million  before  taxes)  and  a  capital  contribution 
to  the  Federated  Department  Stores  Foundation 
($15.0  million  before  taxes) 


198= 

(m  million:./ 

Amount 

of  Total 

Net  Sales 

Department  Stores 

$6,684.7 

6'0i 

Mass  Merchandising 

1,057.9 

10.6 

Supermarkets 

1,813.6 

18.2 

Other 

421.8 

4.2 

Total 

S9, 978.0 

100  0?o 

Operating  Profit 

Department  Stores 

$  621.9 

87.5§» 

Mass  Merchandising 

39.0 

5.5 

Supermarkets 

58.7 

8.3 

Other 

(9.5) 

(1.3) 

Total 

710.1 

100.0% 

Central  Office  Costs  and  Other 

Non-Operating  Items 

54.9 

Interest  Expense 

90.5 

Interest  Capitalized 

(4.1) 

Unusual  Items 

35.1"’ 

Income  Before  Income  Taxes 

533.7 

Income  Taxes 

24  7.1 

Net  Income 

$  286  6 

Depreciation  and  Amortization 

Department  Stores 

$  163.7 

71.076 

Mass  Merchandising 

21.5 

9.3 

Supermarkets 

29.9 

13.0 

Other 

10.6 

4.6 

Central  Office 

4  9 

2.1 

Total 

$  230  6 

100  076 

Capital  Expenditures 

Land 

$  10.0 

2.7% 

Building,  Fixtures  and  Equipment 

Department  Stores 

243.4 

66.9 

Mass  Merchandising 

11.7 

3.2 

Supermarkets 

36.8 

10.1 

Other 

59.0 

16.2 

Central  Office 

3.3 

.9 

Total 

$  364.2 

100.076 

Number  of  Stores 

Department  Stores 

217 

Mass  Merchandising 

76 

Supermarkets 

127 

Other 

184 

Total 

604 

Gross  Square  Feet  of  Store  Space 

(thousands) 

Department  Stores 

44,068 

Mass  Merchandising 

8,259 

Supermarkets 

4,607 

Other 

2,209 

Total 

59,143 
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1984 

1983 

1982 

1981 

Amount 

of  Total 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Amount 

of  Total 

$6, 566.6 

67.9% 

$5,970.3 

68.7% 

$5,412.2 

70.3% 

$5,140.7 

7, 

1,059.9 

11.0 

991.1 

11.4 

822.9 

10.7 

706.4 

10.0 

1,711.3 

17.7 

1,473.7 

17.0 

1.275  7 

16.6 

1,132.1 

16.0 

334.5 

34 

254.5 

2.9 

1881 

2.4 

88.5 

1.3 

$9,672.3 

100.0% 

$8,689.6 

100.0% 

$7,698  9 

100.0% 

$7,067.7 

100.076 

$  619.7 

89.5% 

$  637  5 

87.2% 

$  494.0 

8%5% 

$  544.5 

90.2% 

31  8 

4.6 

39.1 

5.4 

23.4 

4.1 

17.1 

2.8 

43.9 

63 

492 

6.7 

37.0 

6.6 

34.2 

5.7 

(2.7) 

(.4) 

53 

.7 

10.0 

1.8 

7.8 

1.3 

692.7 

100.0% 

731.1 

100  0% 

564  4 

100.076 

603.6 

100.076 

45  6 

42.9 

45.9 

63.6 

119.9 

104.8 

106.8 

78.1 

(36) 

(45) 

(10.0) 

(11.1) 

(42.6)'-' 

( 13.1 )"” 

— 

— 

573.4 

601.0 

421  7 

473-0 

262.7 

188.9 

214.7 

S  329  3 

$  338  3 

S  232.8 

$  258.3 

S  155.3 

70.2% 

$  147.7 

71.6% 

$  134.6 

74  %>o 

$  117.2 

"4.7% 

23  3 

10.5 

218 

10.6 

17.2 

9.5 

16.0 

10.2 

29.3 

13-3 

260 

12.6 

199 

11  0 

17.3 

11.0 

7.1 

3.2 

53 

2.6 

39 

2  1 

.8 

.5 

6.1 

2.8 

5.4 

2.6 

59 

32 

5-6 

3.6 

S  221.1 

100.0% 

$  206.2 

100.0% 

$  1815 

100  0% 

$  156.9 

100.076 

S  9.0 

3  0% 

$  5.4 

1.8% 

S  381 

9.1% 

$  30.1 

7.8% 

207.6 

70  1 

199.7 

66.4 

214.5 

51.0 

285.5 

73.5 

15.7 

53 

12.4 

4.1 

60.8 

I4  4 

30.1 

7.8 

24.6 

8.3 

667 

22.2 

77.2 

18.3 

25.2 

6.5 

33  6 

11.4 

11.2 

3.6 

199 

4  7 

1.7 

.4 

5.7 

1.9 

5.5 

1.9 

10.5 

2.5 

15.6 

4.0 

S  296.2 

100.0% 

$  300.9 

100.0% 

S  421.0 

100  0% 

$  388.2 

100.0% 

975 

214 

212 

204 

81 

82 

80 

59 

126 

127 

118 

101 

157 

128 

98 

5 

589 

551 

508 

369 

45,592 

44,121 

44,759 

43,317 

8,812 

8,900 

8,717 

6,804 

4,537 

4,524 

4,028 

3,409 

1,578 

1,188 

932 

339 

60,519 

58,733 

58,436 

53,869 
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Federated  Department  Stores,  Inc. 

Consolidated  Eleven-Year  Table 
of  Selected  Financial  Data 


( dollars  in  millions,  except  per  share  data) 


Notes: 

(1)  Based  on  ai  erage  number  of  slxtres 
outstanding  during  dye  year 

(2)  Based  on  average  of  shareholders'  equity  at 
beginning  and  end  of  year 

(3)  Long-term  debt  divided  by  sbardrolders 

(4)  Based  on  high  and  lou- market  prices  during 

(5)  Based  on  number  of  slxtres  outstanding  at 
end  of  year 


Operations 

Net  sales 

Net  income,  including  unusual  items 
Net  income,  excluding  unusual  items 
Net  income  per  share  cf  common  stock,  including 
unusual  items'1' 

Net  income  per  share  of  common  stock,  excluding 
unusual  items'1' 

Net  income  —  fully  diluted,  per  share  of  common 
stock,  including  unusual  items 
Net  income  —  fully  diluted,  per  share  of  common 
stock,  excluding  unusual  items 
Cash  from  operations 

Cash  dividends  per  share  of  common  stock 
Depreciation  and  amortization 

Year-End  Financial  Position 

Assets 

Working  capital 
Long-term  debt 
Shareholders'  equity 

Financial  Ratios 

Percent  of  sales 

Income  before  income  taxes,  including 
unusual  items 

Income  before  income  taxes,  excluding 
unusual  items 

Net  income,  including  unusual  items 
Net  income,  excluding  unusual  items 
Return  on  shareholders'  equity,  including 
unusual  items1-’ 

Return  on  shareholders’  equity,  excluding 
unusual  items1-' 

Current  ratio 
Debt-to-equity  ratio'" 

Price  earnings  ratio,  including  unusual  items'" 

High 

Low 

Price  earnings  ratio,  excluding  unusual  items'" 

High 

Low 

Other  Information 

Capital  expenditures 

Market  price  per  share  of  common  stock  (  high-low) 
Shareholders'  equity  per  share  of  common  stock" 
Number  of  stores  (all  segments)  at  year  end 
Square  feet  of  gross  store  space  ( millions) 

Number  of  employees  (thousands) 

Average  number  of  shares  outstanding  (millions) 
Number  of  shareholders  (thousands) 


1983 


$9,978.0 

286.6 

303.9 

5.S8 

6.23 


6.09 

574.8 

230.6 


$5,353.6 

781.5 

2,707.3 


11.5% 


2  03:1 
29:1 


S  364.2 


604 

59.1 

132.5 

48.8 

21.8 
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198-1 

79, V 

1982 

1981 

1980 

7979 

1978 

7977 

1976 

7975 

$9,672.3 

$8,689  6 

$7,698.9 

$-.067- 

$6,300  7 

$5,806  4 

$5,404.6 

$4,923.4 

$4,446  6 

$4,061.9 

329.3 

338.3 

232  8 

258  3 

276  8 

202.3 

196.- 

195.1 

166.6 

167.7 

286.7 

311.7 

232.8 

258.3 

218.7 

202.3 

196.7 

195.1 

166  6 

167.7 

6.77- 

6.96 

4.79 

5-33 

5  72 

4.19 

4.08 

4.05 

3-47 

3  50 

8.89 

6.41 

4~9 

5  33 

4.52 

4.19 

4O8 

4.05 

347 

3  50 

6.61 

6.79 

4.67 

517 

534 

4  06 

3.96 

3  94 

3.37 

3.40 

5.76 

6  26 

4.6^ 

5.1" 

4  39 

i.06 

3  96 

3.94 

3.37 

3.40 

565.1 

541  0 

457.1 

456,1 

382.5 

360  2 

332.8 

317.0 

274  4 

263.4 

2.40 

2.20 

2.10 

1.90 

180 

1.70 

1.6214 

1.4914 

1.3814 

1.22 

221.1 

206  2 

181.5 

156.9 

148  2 

1293 

116.4 

102.1 

89.5 

78.1 

$5,271.4 

$4,901  3 

$4,5-4.3 

$4,096.9 

$3,575.5 

$3,295.3 

$2,956.4 

$2,632  0 

$2,389  1 

$2,122.5 

1,307.6 

979.2 

760.7 

7233 

782  6 

542.9 

581.5 

581.4 

485.6 

454.7 

710.7 

631.5 

699.3 

553.2 

552.8 

361.3 

359.4 

371.8 

329.9 

271.7 

2,544.1 

2333.4 

2,105.1 

1,980." 

1,815.9 

1,623.2 

1,501.6 

1,382.3 

1,2581 

1,155.6 

5  9% 

6.9% 

5.5% 

6.7% 

7.0% 

6.4% 

6.9% 

7.7% 

7.3% 

8.2% 

5-5% 

6.8% 

5.5% 

6.7% 

6.4% 

6.4% 

6.9% 

7.7% 

7.3% 

8.2% 

3-4?o 

3.9% 

3.0% 

3.7/0 

4.4?5 

3.5% 

3.6% 

4.0% 

3.7% 

4.1% 

5.0% 

3.6% 

3.0% 

3.7% 

3.5% 

3.5% 

3.6% 

4.0% 

3.7% 

4.1% 

13.5% 

15.2% 

11.4% 

13.6% 

16.1% 

12.9% 

13.6% 

14.8% 

13.8% 

15  3% 

11.9% 

14.1% 

11.4% 

13.6% 

12  9% 

12.9% 

13.6% 

14.8% 

13.8% 

15.3% 

1.77:1 

1.58:1 

149:1 

1.53:1 

1.75:1 

1.47:1 

1.61:1 

1.77:1 

1.70:1 

1.75:1 

.28:1 

.27:1 

•33:1 

.28:1 

.30:1 

.22:1 

.24:1 

.27:1 

.26:1 

24:1 

8.4 

9.9 

11.3 

8.1 

6.3 

7.9 

10.1 

11.0 

17.3 

16.2 

6.3 

6.7 

7.5 

56 

3-7 

6.1 

7.4 

81 

12.1 

9.4 

9.6 

10.S 

11.3 

8.1 

S.O 

7.9 

1C.1 

11.0 

17.3 

16.2 

7.2 

7.3 

-.5 

fH 

4.7 

6.1 

7.4 

8.1 

12.1 

9% 

$  296.2 

$  300.9 

S  421.0 

$  388.2 

$  313.3 

$  321- 

$  240.0 

5  ->93- 

$  225.3 

$  186.8 

$  57-43 

$  69-47 

$  54-36 

$  43-30 

$  36-21 

$  33-25 

$  41-30 

5  44-33 

$  60-42 

$  57-33 

$  52.30 

$  48.03 

$  4344 

$  40.91 

5  37.51 

$  33.61 

$  31.15 

s  28.73 

$  26.18 

$  24.10 

589 

551 

50S 

369 

358 

346 

337 

323 

303 

283 

60.5 

58  7 

58.4 

53  9 

52.3 

50.0 

486 

46.4 

43.9 

41  2 

127.7 

123  7 

124.6 

120.S 

1166 

112.5 

113.2 

110.0 

108.0 

98.5 

48.7 

48.6 

48  6 

48.5 

48.4 

48.3 

48.2 

48.1 

481 

4S.0 

22.5 

23.0 

23.5 

25  0 

25.3 

25% 

27.3 

28.6 

28.8 

29.6 
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Board  of  Directors 


Charlotte  Beers 

member  of  the  board  of  directors  since  1980;  chairman  and  chief 
executive  officer  of  Tatham-Laird  &  Kudner. 

John  W.  Burden  HI 

member  of  the  board  of  directors  since  1985;  vice  chairman  of 
Federated. 

Philip  Caldwell 

member  of  the  board  of  directors  since  1984;  senior  managing 
director  of  Shearson  Lehman  Brothers,  Inc.;  former  chairman  and 
chief  executive  officer  of  Ford  Motor  Company,  also  on  the  boards  of 
Digital  Equipment  Company,  Ford  Motor  Company,  Kellogg 
Company,  Shearson  Lehman  Brothers  Holdings,  Inc.  and  Russell 
Reynolds  Associates,  Inc. 

Robert  A.  Charpie 

member  of  the  board  of  directors  since  1984;  president  of  Cabot 
Corporation;  also  on  the  boards  of  Cabot  Corporation,  Champion 
International  Corporation,  Northwest  Airlines,  Inc.  and 
Schlumberger  Ltd. 

James  L.  Ferguson 

member  of  the  board  of  directors  since  1979;  vice  chairman  and 
director  of  Philip  Morris  Companies,  Inc.,  and  chairman  and  chief 
executive  officer  of  General  Foods  Corporation;  also  on  the  boards 
of  Chase  Manhattan  Bank,  NA,  Chase  Manhattan  Corporation  and 
General  Foods  Corporation. 

Howard  Goldfeder 

member  of  the  board  of  directors  since  1976;  chairman  and  chief 
executive  officer  of  Federated;  also  on  the  boards  of  Connecticut 
Mutual  Life  Insurance  Company,  J.  P.  Morgan  &  Co.,  Incorporated 
and  Morgan  Guaranty  Trust  Company  of  New  York. 

Howard  W.  Johnson 

member  of  the  board  of  directors  since  1966;  honorary  chairman  of 
The  Corporation  of  the  Massachusetts  Institute  of  Technology;  also 
on  the  boards  of  Champion  International  Corporation,  E.  I.  duPont 
de  Nemours  and  Company,  John  Hancock  Mutual  Life  Insurance 
Company,  J.  P.  Morgan  &  Co.,  Incorporated  and  Morgan  Guaranty 
Trust  Company  of  New'  York 
Reginald  H.  Jones 

member  of  the  board  of  directors  since  1980,  retired  chairman  of  the 
board  of  General  Electric  Company;  also  on  the  boards  of  ASA  Ltd., 
Bethlehem  Steel  Corporation,  General  Signal  Corporation,  General 
Re  Corporation,  Merck  &  Co.,  Inc.  and  a  trustee  of  Elfun  Trusts. 

Bernard  S.  Klayf 

member  of  the  board  of  directors  since  1980;  executive  vice  president 
of  Federated;  also  on  the  boards  of  Cincinnati  Equitable  Insurance 
Company,  Kreidler  Insurance  Company  and  West  Shell,  Inc. 


Officers 

Howard  Goldfeder 

Chairman  and  Chief 
Executive  Officer 

John  W.  Burden  in 

Vice  Chairman 

Norman  S.  Matthews 

Vice  Chairman 

Donald  J.  Stone 

Vice  Chairman 

Will  M.  Storey 

Vice  Chairman 


Bernard  S.  Klayf 

Executive  Vice  President 

Thomas  G.  Cody 

Senior  Vice  President 

Russell  S.  Davis 

Senior  Vice  President 

Avner  M.  Porat 

Senior  Vice  President 

James  B.  Selonick 

Senior  Vice  President 

Phyllis  S.  Sewell 

Senior  Vice  President 


Daniel  W.  LeBIond 

member  of  the  board  of  directors  since  1975,  chairman  of  LeBIond 
Makino  Machine  Tool  Company,  also  on  the  boards  of  Eagle-Picher 
Industries,  Inc.  and  The  Ohio  National  Life  Insurance  Company. 

Norman  S.  Matthews 

member  of  the  board  of  directors  since  1984:  vice  chairman  of 
Federated;  also  on  the  board  of  Progressive  Corporation. 

G.  William  Miller 

re-elected  to  the  board  of  directors  in  1981,  member  from  1976  to 
1978;  chairman  of  G  William  Miller  &  Co.,  Inc.;  former  U.S.  Secretary 
of  Treasury  and  former  chairman  of  the  Federal  Reserve  Board, 
chairman  and  a  director  of  Private  Satellite  Network,  Inc.;  also  on  the 
boards  of  Anderson,  Clayton  &  Co ,  Georgetown  Industries,  Inc., 
Repligen  Corporation  and  Systems  Management  America 
Corporation. 

Peter  G.  Peterson 

member  of  the  board  of  directors  since  1973,  chairman  of  Peterson, 
Jacobs  &  Company  and  chairman  of  the  Blackstone  Group;  also  on 
the  boards  of  Black  &  Decker  Manufacturing  Company,  Minnesota 
Mining  and  Manufacturing  Company  and  Rockefeller  Center 
Properties,  Inc. 

Donald  J.  Stone 

member  of  the  board  of  directors  since  1980;  vice  chairman  of 
Federated,  also  on  the  boards  of  Bloom  Companies,  Inc.  and  MCorp. 

Will  M.  Storey 

member  of  the  board  dm^^"  smce  1982;  vice  chairman  of 
Federated. 

Marvin  S.  Traub 

member  of  the  board  of  directors  since  1979.  chairman  of 
Bloomingdale’s  and  vice  president  of  Federated. 

Clifton  R.  Wharton,  Jr. 

member  of  the  board  of  directors  since  1985;  chancellor  of  State 
University  of  New  York  System;  deputy  chairman  of  the  Federal 
Reserve  Bank  of  New  York  and  chairman  of  the  Rockefeller 
Foundation;  also  on  the  boards  of  Ford  Motor  Company  and  Time 
Incorporated 
Kathryn  D.  Wriston 

member  of  the  board  of  directors  since  1975:  member  of  the  Bar  of 
the  State  of  New  York;  also  on  the  boards  of  Santa  Fe  Southern 
Pacific  Corporation  and  Union  Carbide  Corporation 


Boris  Auerbach 

Vice  President  and 
Secretary 

Jack  Brown 

Vice  President  and 
Controller 

Walter  A.  Couper 

Vice  President 

Samuel  E.  Dyer 

Vice  President 


James  M.  Leahy 

Vice  President  and 
Treasurer 

Daryl  K.  Mangan 

Vice  President 

H.  Stewart  Rose 
Vice  President 
Paul  P.  Thiemann 
Vice  President 
Marvin  S.  Traub 
Vice  President 
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Shareholder  Information 


Corporate  Office 

7  West  Seventh  Street 
Cincinnati,  Ohio  45202 
Telephone  (513)  579-7000 

Annual  Meeting 

The  Annual  Meeting  of  Shareholders  is  scheduled  for 
11  a.m.  Thursday,  May  29, 19S6,  at  the  corporate  office. 

Dividend  Investment  Service 

Federated  shareholders  may  elect  to  increase  their 
investment  in  the  corporation  by  requesting  that  their 
dividends  be  invested  automatically  in  additional  shares. 
They  also  may  elect  to  purchase  shares  by  making 
monthly  cash  deposits.  There  is  no  commission  or  charge 
for  this  sere-ice.  Participation  is  voluntary-  and  may  be 
terminated  at  any  time.  For  information  write  to 
Manufacturers  Hanover  Trust  Company,  Dividend 
Reinvestment  Department,  P.O.  Box  24935,  Church  Street 
Station,  New  York,  New  York  10249. 

SEC  Form  10-K  Report 

A  copy  of  the  company’s  annual  report  to  the  Securities 
and  Exchange  Commission  on  Form  10-K  is  available, 
without  charge,  upon  request  to- 
Director  of  Investor  Relations 
Federated  Department  Stores.  Inc. 

7  West  Seventh  Street,  Cincinnati,  Ohio  45202 

Transfer  Agents  and  Registrars 

Manufacturers  Hanover  Trust  Company 

Stock  Transfer  Department 

EO.  Box  24935 

Church  Street  Station 

New  York,  New  York  10249 

The  First  National  Bank  of  Chicago 
One  First  National  Plaza,  Suite  0123 
Chicago,  Illinois  60670 


Shareholder  Assistance 

For  assistance  regarding  individual  stock  records  and 
transactions,  contact: 

Manufacturers  Hanover  Trust  Company- 

Stock  Transfer  Department 

P.O.  Box  24935 

Church  Street  Station 

New  York,  New  York  10249 

Telephone  (212)  613-7147 

Common  Stock 

The  common  stock  of  Federated  Department  Stores,  Inc., 
is  listed  on  the  New  York  Stock  Exchange  (trading  symbol 
FDS)  which  is  also  the  principal  market  on  which  the 
shares  are  traded.  The  approximate  number  of  Federated 
common  shareholders  of  record,  as  of  March  31, 1986, 
was  21,800. 

The  quarterly  price  range  of  Federated  stock  and 
dividends  per  share  are  shown  in  the  following  schedule: 

79*5  1984 

Stock  Prices  Stock  Prices 

-  Duidend  -  Daidend 

Quarter  High  Low  Per  Share  High  Lou  ■  Per  Share 

First  $64%  $53%  $  .635  $54  $45%  $  .60 

Second  65"%  56'/:  635  49'/,  42%  .60 

Third  68%  .635  55-%  48%  60 

Fourth  71%  63%  .635 _ 56-%  49 _ 60 

Year _ $71%  $53%  $2.54  S5o%  $42%  $2.a0 

Dividend 

In  March  1986,  the  Board  of  Directors  increased  the 
quarterly  dividend  payable  April  25, 1986.  to  67  cents  pier 
share  of  common  stock,  the  222nd  consecutive  dividend 
paid  since  October  1931. 
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